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THE BANKER 


A Banker’s Diary 


DURING January, the Aid for Britain Bill has _ been 
passing through its early stages in Congress. While 
there can be no doubt about the over- 
whelming military importance of this mea- 
sure, its precise implications for our external 
finances are still difficult to determine. 
Since the Bill itself covers only actual munitions, it is 
clear that this country will still be de sperately short of 
dollars for the purchase of other essential supplies, such 
as food and raw materials. Indeed, the financial aspects 
of the actual Bill are by no means clear, for although 
Mr. Roosevelt spoke of “‘ doing away with the dollar 
sign’ completely, an Administration spokesman. sub- 
sequently stated that Britain would be asked to put 
up as security about $2,000 millions of assets now 
held in the United States, including the unrealized and 
unused balances of marketable securities, liquid balances, 
and also such direct investments as British holdings of 
real estate and the assets of British-owned companies 
operating in the United States. These balances, it was 
suggested, might be linked with a proposal that a group 
of investment trusts should take over the remaining 
British holdings of U.S. securities and hold them for 
better markets. Whatever its ultimate form, the urgent 
need that the Bill should be passed at the earliest possible 
moment is emphasized by Mr. Morgenthau’s disclosure 
that British purchases of war material virtually stopped 
in December. On the same occasion, Mr. Morgenthau 
stated that British gold and other dollar assets had been 
depleted by $2,316 millions in the first 16 months of the 
war. To draw conclusions from such a statement as to 
the prec ise state of our dollar finances, however, would 
be somewhat precarious, as it is never clear to what 
extent dollars have been paid over in respect of materials 
still to be delivered, nor what proportion of our total 
external resources are to be regarded as actually available. 
According to a Federal Reserve statement, British Empire 
assets at the outbreak of war amounted to £1,778 millions. 


American 
Aid and 
Dollar Policy 
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Of this total, £684 millions was in gold and £212 millions 
in the form of dollar balances, making £896 millions of 
actual cash, while the remainder consisted of £394 millions 
of marketable securities, £332 millions of direct invest- 
ments and {£156 millions of miscellaneous resources. 
Mr. Morgenthau’s statement that our assets have been 
depleted to the extent of only £575 millions would thus 
seem to leave an ample margin, but it is clear from official 
statements on this subject that there is a vast difference 
between theoretical and actually available resources. 


For the first nine months of the financial year, expendi- 
ture amounted to {2,708 millions, against revenue 
receipts of £752 millions, giving an accu- 

a mulated deficit on December 31 of £1,956 
Position Millions. During the final quarter, expendi- 
ture can hardly amount to less than 

{1,100 millions, while on the other hand, if the Chan- 
cellor’s estimate of {£1,360 millions for the full year’s 
revenue was no better than realized, the tax inflow during 
these three months would amount only to £608 millions. 
Actually, there is bound to be a revenue surplus, though 
probably a smaller one than at first seemed indicated. 
By comparison with the {£544 millions collected during 
the corresponding period of 1939/40, the first nine months’ 
receipts of £752 millions represent an expansion of no 
less than 38 per cent., and a maintenance of this rate of 
increase would give receipts for the final quarter of some 
{700 millions. Unfortunately, it is now clear that the 
buoyant showing made by the December figures was due 
partly to the introduction of the new system of income 
tax deduction at source, which means a corresponding 
reduction in the sum due for collection in the final quarter 
of the year. Hence the inflow during the first three weeks 
of January showed an expansion of only 8 per cent.,so that 
the realized total for the year seems unlikely greatly to 
exceed £1,400 millions. The final deficit for the year, 
therefore, will probably be about £2,450 millions. This, 
of course, relates to a period throughout the whole of 
which our war expenditure was rapidly increasing. With 
supply costs at their present level of around £80 millions 
a week, and with revenue from existing taxes of, at the 
most, £1,500 millions, the deficit is now running at an 


annual rate appreciably in excess of £3,000 millions. 
B 
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THE turn of the year was marked by an exceptional 
plethora of credit. For some weeks previously the 
authorities had taken pains to expand the 


Fal credit base by purchases of bills from the 
Deposits Clearing banks; while the fact that the 


market was able to allow its end-December 
bills to run off, and concentrate its current tenders on the 
early days of January, forced the Treasury to take 
£50°5 millions of Ways and Means advances from the 
Bank of England over the turn of the year itself. In 
consequence of these movements, the Banking depart- 
ment’s securities holding on January I amounted to no 
less than {254:1 millions, raising bankers’ deposits to the 
bumper level of £181-0 millions—naturally a new record 
for all time. 

ANALYSIS OF BANK RETURNS 


| ({m.) | 
Notes in Total Public Bankers’ 


Circulation Reserve Securities Deposits Deposits 
January rt .. 615,855 15,287 254,060 17,568 181,025 


‘id 8 .. 610,453 20,591 199,760 15,883 130,315 
» 15 .. 602,843 28,160 178,070 14,789 119,204 
» 22 .. 598,426 32,685 168,238 35,309 95,127 
» 29 -- §99,203 32,014 179,224 32,374 107,884 


Succeeding weeks saw a reversal of these end-year 
operations and a contraction in the credit base to more 
normal levels. The recovery in the Reserve resulting 
from the return of notes from circulation was considerably 
more than offset by the rapid fall in the securities holding, 
so that by January 15 bankers’ deposits were back to 
£{119:2 millions. In the following week, indeed, credit 
conditions became far from comfortable for a few days, 
bankers’ balances being reduced to the low level of 
£95°1 millions by a sudden jump of over £20 millions in 
public deposits. The reason for this immobilization, 
undoubtedly, was less the heavy inflow of revenue (which 
can always be offset by suitable operations) than the 
need to accumulate funds for the impending repayment 
of the maturing Treasury Ones. For this reason, very 
little of the immobilized credit was released during the 
following week. In order to restore more comfortable 
conditions, therefore, the authorities were forced for the 
first time in many months to effect special purchases of 
bills in the market, which were reflected in a jump of 
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some {12 millions both in total securities and in bankers’ 
deposits. In the weeks immediately after Christmas, the 
return of notes from circulation was distinctly sluggish. 
Taking January as a whole, however, the reflux was 
fairly normal, the decline of £16-6 millions in the four 
weeks to January 29 comparing with {19-7 millions in the 
corresponding period last year. 
WHILE the deficit is now running at levels which will 
completely swamp the normal redemption of floating 
debt during the revenue quarter, the jump 
Check to in revenue to its seasonal peak in January 
Floating has at an t tat heck 
Debt y rate meant a temporary chec 
Creation to the rapid creation of floating debt in 
progress during the preceding months. For 
the first 25 days of the month revenue receipts amounted 
‘to {208-5 millions, compared with expenditure of £315°9 
millions, giving a current deficit of only {107-4 millions. 
In the three weeks to January 21, receipts from 
“small savings’’ amounted to {29:3 millions, while 
subscriptions to the two new Government tap issues 
realized £53°9 millions, a total of £83-2 millions. Thus 
loan subscriptions alone were almost sufficient to cover 
the current deficit for this period, while in addition the 
Treasurt’ had the benefit of its substantial extra- 
budgetary receipts from gold losses and the statutory 
funds. The floating debt return for January shows an 
increase, at £{2,647-7 millions, of no more than {21-4 mil- 
lions, as compared with a jump of £185-8 millions in 
December, and of £178-3 millions in November. In the 
final weeks of the month, the banks were not called upon 
to provide any Treasury deposits, and the amounts so 
raised earlier in the month were required only to replace 
the initial £30 millions borrowed in this form last July 
and for the requisitioning of dollar securities. 


THAT last year’s expansion in bank credit was not 
associated with a steeper rise in the cost of living was 
- largely due, as has been pointed out pre- 

Bow meng viously, to the fact that a great deal of the 
of Benx additional credit was held idle instead of 
Deposits being spent. Companies in particular have 
been accumulating substantial liquid re- 

serves against future tax liabilities and against con- 
tingencies such as air-raid damage to plant, while 
B 2 
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individuals also have been effecting part of their saving 
in monetary form. The decline in the rate of turnover 
of bank deposits resulting from this increased demand for 
cash holdings finds a statistical expression in the clearing 
house figures. For the year as a whole, aggregate clearings 
show an increase of £3,337 millions or 9-2 per cent., to 
£40,019 millions. It is pointed out, however, that this 
apparent expansion is due partly to the fact that many 
cheques now sent through the clearing formerly passed 
through other channels, and partly to the fact that 
1940 had 310 working days, or five more than in 1939. 
Hence it is doubtful whether there was any true increase 
in the volume of cheques drawn, notwithstanding the 
increased volume of deposits. It is particularly inter- 
esting to note that, whereas the clearing figures did show 
substantial increases for the first seven months of the 
year, those for the final five months—when the increase 
in deposits was at its greatest—are considerably lower 
than in 1939. Thus, in the final quarter of the year the 
daily average clearings amounted only to £120 millions, 
or 8 per cent. less than in the corresponding period of 
1939, whereas clearing bank deposits in these three 
months averaged {£2,721 millions, an increase of close on 
15 per cent. 





American Aid 


VERYONE is agreed that the volume and speed 
E of American aid for Britain provide the key to 

war prospects in 1941. Without American aid, 
Britain would be forced in 1941 to fight a defensive 
battle, and we should do well to repel the attempt at 
invasion, to prevent the German blockade from strangling 
our imports of food and essential materials, and to 
restrict the Luftwaffe’s industrial bombing to tolerable 
proportions. We believe that we can do this on our 
own resources. But it is doubtful whether our own 
resources are sufficient both to do this and at the same 
time to strike the hammer blows at the enemy which 
are needed to give us good prospects of bringing his 
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war machine to a standstill in 1941. If America sends 
us enough, on the other hand, we can reasonably hope 
to take the war into the enemy’s camp, and possibly 
to finish the war. The same applies to 1942 and 1943. 
British resources are not enough unassisted to carry 
the war tothe enemy. The supplies we get from America 
are the decisive factor, not between victory and defeat, 
but between victory and stalemate. They represent 
the difference between a long drawn-out and possibly 
indecisive struggle, and the prospect of victory late 
in I94I or early in 1942. 

There is now no doubt that America will help us in 
1941 to the maximum extent to which she is capable. 
For years the President has been warning America 
of the menace which Nazism represents to the American 
people, and now American public opinion overwhelmingly 
accepts the principle that Britain is America’s outpost, 
and that that outpost must be maintained. But 
how far can America actually help to maintain the 
outpost ? What is the time-table of American aid ? 
We know to our cost the tremendous time which is 
needed to produce modern war equipment, and we 
know, too, that even in the middle of 1940 American 
defences were still very weak, and American industry 
in no sense mobilised for war. But we also know that 
this is the Miracle Age of production, and that America’s 
engineers are the chief magicians. To American industry, 
production problems mean something quite different 
from what they mean in Britain (and in Germany) : 
they mean the application of up-to-date techniques 
on a scale which 1s scarcely possible in Europe. The 
mass-production technique of America is as far in 
advance of that in this country (and in Germany) as 
the standard of living of the motor-worker in Detroit 
is in advance of that of the motor-worker of Coventry. 
It is certain that in the long run, if America’s 
industrial drive and imagination and technique are 
diverted to war production efficiently and whole- 
heartedly, there can be no doubt which nation will be 
the best equipped for war. But how long will the 
process take ? 

In June, 1940, America started from a level which 
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looked very like nil. In 1938-9, only $1,163,000,000 
was spent on national defences, and in 1939-40 
$1,559,000,000. That is not very much. It represents 
less even than Britain was spending before the war, 
and America has traditionally got less value for money 
in defence expenditure than any European power. 
The average monthly pay of the American soldier is $39, 
compared with Britain’s figure of $26. Maintenance 
expenditures of all kinds are much greater in the 
United States than in Britain. Thus by the middle of 
1940, America was armed just about as well as Britain 
was armed at the time of Munich, and American industry 
was just about as well prepared for war production as 
British industry was then. The War Department, 
furthermore, informed Congress that it would take 
at least fifteen months to put its industrial mobilization 
plan into operation. The first serious step was the 
appointment of the National Defence Advisory 
Commission, headed by Mr. Knudsen of General Motors, 
and Mr. Stettinius of U.S. Steel, and Mr. Hillman of 
the C.1.0. The N.D.A.C. got down to the job of pushing 
out contracts. Concurrently, following the fall of France, 
the British Purchasing Commission began to push out 
contracts at a pace which was rather faster, compared 
with that of the first nine months of the war, even than 
the acceleration of war production at home. The 
mobilization of American industry really began, therefore, 
in the period from June to September, 1940. 

The programme, for which five-sixths of the contracts 
had been allocated by mid-December, is on a big scale. 
It comprised 50,000 aeroplanes, 130,000 aero-engines, 
17,000 heavy guns, 25,000 light guns, 13,000 trench 
mortars, 33,000,000 shells, 9,200 tanks, 300,000 machine 
guns, 400,000 automatic rifles, 1,300,000 regular rifles, 
380 naval ships, 200 merchant ships, 210 camps, 
40 government factories and uniforms and other equip- 
ment for 1,200,000 men. It will require 18,000 million 
man-hours of labour ; two years’ work at a 40-hour week 
for 4,500,000 workers. By the time this programme is 
completed, moreover, the industrial capacity will be in 
existence for an almost indefinite increase in the produc- 
tion of almost everything. 
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But the contracts having only just been allocated, 
we cannot expect much until the third quarter of this 
year, and that the real flow of production will not 
begin until the fourth quarter of 1941, and the first 
quarter of 1942. The very fact that modern mass- 
production techniques are involved ensures that. The 
first process must be that of producing the necessary 
tools, of organizing production, of building new factories. 
At the beginning of a programme, the whole work is 
in the hands of a very few super-skilled workers, turning 
out jigs and dies and tools of all kinds with meticulous 
care and skill; at the same time the draughtsmen and 
production planners are busy arranging the lay-out of 
production, the labour specialists are combing the 
country for workers, and the plans for a long, strong 
drive are in active preparation. This work cannot 
be done at speed; that is not in its nature. As soon 
as it is finished, and as soon as the tools are ready, 
and the production plans are completed, we shall begin 
to see something, and what we shall see is certain to be 
far more spectacular than anything that the Nazis 
have achieved. But until that happens there is nothing 
to be done but wait. It seems from what information 
is available that the aircraft industry is doing well, 
though not as well as had originally been hoped, that the 
aero-engine industry is encountering bottlenecks, that the 
problem of light tank building has been solved, that 
artillery production and heavy tank production are 
probably presenting the most difficulty. But the finished 
goods will not at best be coming off the assembly lines 
in real volume until nine months from now. 

In this country, we have seen enough of the difficulties 
which arise in this sort of production programme to be 
a little sceptical. In modern conditions, there is a 
tendency (especially when the work is being done for 
the Government) to spread this preparatory stage out 
for years and years. We are bound to ask whether 
this is likely in America, too. The answer is almost 
certainly in the negative. There is one very good reason 
underlying this. It is, that Mr. Knudsen, who is really 
in charge of production, both really understands mass- 
production methods and is desperately eager to get 
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on with the job. This is the first time, indeed, that any 
great industrial Power has called in a real high-priest 
of mass-production to look after its rearmament 
programme. Mr. Knudsen looks at the job of rearma- 
ment in very much the same way as he used to look 
at the General Motors production programme; he 
understands the type of problem, the places where 
delays occur, the correct order of events. When he 
got on to the job last summer, the first thing he did was 
to call in the machine-tool manufacturers and virtually 
to compel them to drop their private orders and take 
Government orders. He concentrated his full attention 
upon this problem, and is believed to have largely 
solved it. Mr. Knudsen has also had some effect, 
it is believed, upon the Army chiefs, and he compelled 
them to fix upon designs for certain pieces of equipment 
(e.g., heavy tanks) so that production could be got ahead 
straight away. At the same time, Mr. Sidney Hillman 
is already hard at work on the problems of labour ; 
scouring the country for men who have in the past 
worked upon the processes which are now important ; 
pushing ahead the programme of upgrading skilled 
workers ; arranging machinery for settling disputes. 
There is not much doubt that America is deriving 
considerable benefit (and we too) from the fact that the 
men in charge of production really understand the pro- 
cesses of production of the fifth decade of the twentieth 
century. First things are actually being put first in the 
programme. 

Obviously as time passes, and as the programme 
gets out of the blue-print and machine-tool stage and 
into the mass-production stage, new problems will 
develop. The two big ones, it may be expected, will 
be raw material priorities and labour. At the end of 
1940, the raw material consumption of the whole 
programme was not very great, compared with the 
whole raw material consumption of America. But as 
the weeks pass and more of the new works come into 
operation, their raw material demands will grow with 
great rapidity. So far, the Administration has handled 
the priority questions as they have arisen with a fair 
measure of success. The aero-engine manufacturers 
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were compelled to stop producing engines for civil 
airlines ; the motor manufacturers have agreed greatly 
to limit the changes in 1942 models, in order to release 
machine tool production capacity ; the steel companies 
are expanding their capacity, and are unofficially 
rationing civil customers. There is no great priority 
organization as yet ; that will have tocome. But so far 
Mr. Knudsen has been able to get his way among the 
industrialists, and he will probably continue to do so. 

As regards labour, the danger appears to come from 
two directions—that of shortage of key workers, and 
that of strikes. The former difficulty will probably 
be less troublesome in America than here, because of 
the immensely greater numbers of men and women 
with the requisite degree of skill in their hands; there 
may be bottlenecks in the supply of individual classes 
of skilled worker and super-skilled worker, but there 
will be no difficulties in getting the necessary number 
of semi-skilled workers for the assembly lines and for 
the operation of single-purpose machines. The strike 
problem is more difficult, although the Administration 
does in fact enjoy the confidence of organised labour, 
and has placed Mr. Hillman in charge of labour as one 
of four in the absolutely key position—the committee 
consisting of the Secretaries of War and the Navy 
(Mr. Stimson and Mr. Knox), Mr. Knudsen and Mr. 
Hillman, which acts for the President and uses his 
powers. Thus the position is analogous to that in this 
country, where Mr. Bevin is in the War Cabinet. But 
the C.I.0. unions naturally want to ensure that reasonable 
labour conditions are maintained, and that the employers 
uphold the labour law. Moreover, there is a strong 
element which manifestly intends to use the opportunity 
to improve the basic conditions of the automobile and 
aircraft worker, so that stoppages of work are more or 
less inevitable. Furthermore, German agents are widely 
distributed in the American aircraft and armament 
industry. This is likely to be the greatest of all obstacles 
to the American programme ;_ which is another reason 
why we can be thankful for Mr. Roosevelt. 

The scale of American national defence expenditure 
is thus not yet enough to create really serious strain 
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upon the economy as a whole. America’s national 
income can certainly rise without difficulty to $100 
milliards a year. In 1940-41, estimated spending on 
national defence is $6.5 milliards, and in 1941-42, 
$10.8 milliards. Britain’s orders in Ig4I are estimated 
at $3 milliards, giving a total rate of spending in the 
calendar year 1941 of, say, $11-12 milliards at most. 
In the calendar year 1942, the combined figure might 
be as high as $20 milliards, and in 1943, if necessary, 
even more. Even the 1942 figure, indeed, is equivalent 
to no more than an expenditure of {1,250 millions in 
this country, so far as internal repercussions are 
concerned. On the world scale, the anticipated rate 
of spending in 1942 is tremendous; it is of the same 
order of magnitude as Britain’s present rate of spending, 
and if Britain obtained the use of even half of it, it 
would represent an increase of one-half in Britain’s 
war effort, and would push our total economic effort 
well above that of Germany. Even in 1942, this rate 
of spending will strain America’s resources hardly as 
much as Britain’s were strained in the first nine months 
of the war. At certain points in the national economy 
there will be strain—private constructional work will 
have to be reduced, and the consumption of a wide range 
of manufactured goods will be restricted. But America 
is not yet within even two years of the point at which 
drastic limitation will have to take place in the general 
standard of life. America’s hidden reserves have not 
begun to be tapped—and Germany’s are practically 
exhausted. 

This is the real picture of American aid for Britain. 
Up to the beginning of 1941, according to Mr. Morgenthau, 
we received £330 millions worth of equipment from 
America, a useful supplement equivalent probably to 
rather less than one-quarter of our own production of 
equipment. During 1941, the addition to our resources 
will probably grow gradually, until it reaches a strong 
flow in the autumn—the total amount received in the 
whole year may be as much as one-third of British 
production, on the assumption that British production 
goes ahead fast. In 1942, the flow from America will 
get into full blast, and will certainly be half as much 
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as British production, and probably more. Until in 
the palmy days of 1943 and 1944, if we are still fighting 
then, America will be producing far, far more than any 
other Power in the world, and will be delivering to us 
as much as we are producing for ourselves. So the 
picture is built up, and it is the strongest reason for 
belief in ultimate victory. But the fact of American 
aid does not alter the fact that for the critical period 
of March and April, 1941, we shall have to face the 
full weight of the German attack with help from America 
which will be of importance but is hardly likely to be 
of such importance as would turn the scales if our own 
resources were inadequate to deal with the situation. 


America’s Premature Inflation Fears 


N American financial circles, it is clear, the rapid 
acceleration in the U.S. arms programme has given 
rise to widespread fears of an impending inflation— 

fears which recently found expression, for example, in 
the Federal Reserve Board’s proposals to tighten its 
control and restrict in various ways the power of the 
banking system to create additional credit. From the 
reception of these proposals, it seems unlikely that the 
Administration shares the Board’s views. Even if the 
inflation bogey were taken seriously by the American 
public as a whole, however, there is no reason to suppose 
that it would be regarded, any more than in this country, 
as a reason for any slackening in defence preparations. 
On the other hand, it is clear that misgivings of any kind 
about the repercussions of America’s present policies 
would be avidly seized upon and magnified by Nazi 
propagandists. Hence it is important that alarmist 
views of this kind should not be allowed to go un- 
challenged. In this country, which has as yet escaped 
any serious inflation even after seventeen months of war, 
it is easier to understand that such fears should arise than 
to believe that America stands in any real danger of 
inflation for some time ahead. An objective survey of the 
American position shows, indeed, that such fears are 
undoubtedly exaggerated, if not altogether groundless. 

From the monetary point of view, to be true, it would 
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not be difficult to paint a plausible picture of an in- 
herently inflationary situation. Of a total defence 
expenditure during the coming year of some $11,000 
millions, it is proposed to finance over $9,000 millions by 
borrowing. In consequence, it will be necessary to 
raise the legal limit for the Federal debt from $49 milliards 
to $65 milliards, a move which is interpreted as par- 
ticularly sinister by those who regard debt-creation in 
itself as inflationary. There is, of course, no suggestion 
that the whole of the forthcoming borrowings can be 
taken up by the public. Recourse to the banking system 
will clearly be needed on a substantial scale both for the 
direct finance of the Government deficit and also for the 
indirect finance of arms output by interim loans to 
industry. And there can be no doubt that the 
American banking system is placed as never before to 
comply with any demands for additional credit which 
are made upon it. Since the outbreak of war the influx 
of gold from abroad has actually accelerated—at its all- 
time record level of $22,066 millions in mid-January 
showed an increase in the 164 months since the outbreak 
of war of $5,420 millions, as compared with only 
$3,886 millions in the preceding 20 months. The poten- 
tial capacity of this huge gold stock to act as the basis 
for credit expansion, moreover, has been scarcely 
touched—the reserves of the member banks over and 
above the minimum required by law have recently been 
running at close on $7,000 millions. In other words, as 
one United States bank recently argued, “‘ We have an 
over-abundance of money and credit, while excess reserves 
are about ten times as large as in 1933.”’ Nor is there any 
doubt that the potential lending power of the banking 
system can be made effective for defence purposes. The 
U.S. authorities have been at pains to create a “ bank- 
able’ contract which will enable defence industries 
readily to secure bank credit ; while a recent Federal 
Reserve board survey showed that the commercial banks 
were willing to advance $3,000 millions for emergency 
plant expansion alone in connection with national 
defence. In addition, it is argued, the latent inflationary 
dangers are increased by the general expansion in 
industrial activity to which arms-spending gives rise 
(the multiplier effect) and by the possibility that the 
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prospect of a war boom will generate an inflationary 
mentality—in more specific terms, that the effective 
circulation of money will be increased not only by an 
expansion in the volume of credit but also by a more 
rapid rate of turnover of bank deposits as a whole. 

Thus it cannot be questioned that an almost unlimited 
increase in the supply of money is technically possible. 
If one looks at what is actually happening to American 
industry, moreover, there is ample evidence of the boom 
conditions which in the past have frequently been 
synonymous with inflation. In the final months of 1940, 
industrial operations in the United States were at the 
highest level ever touched (131 per cent. of the 1935/39 
average in November) ; yet the defence industries were 
still left with the heaviest backlogs of unfulfilled orders 
on record. Expansion was proceeding simultaneously in 
defence industries and in the consumption goods industries 
working to satisfy “‘ the increased wants of people whose 
buying power is rising.”’” New all-time peaks had been 
reached, as the National City Bank points out, in the 
production of iron and steel, machine tools, electrical 
equipment, aircraft, aluminium, chemicals, electrical 
power, cotton and rayon goods, and soon. New building 
was at its highest for eleven years; shipbuilding had 
recovered to 1920 levels. 

To prove that a boom is in progress, and will certainly 
not be checked by any shortage of finance, however, does 
not in the least prove that inflation threatens. As we 
in this country have good reason to appreciate, deficit 
finance is not inflationary so long as there are unem- 
ployed resources to be drawn into production, or even 
after this point has been reached, if the public desires 
to save in monetary form, that is, to hold larger cash 
balances. Inflation arises only when consumer spending 
becomes excessive in relation to the available output of 
consumption goods, when increasing monetary demand is 
no longer matched by a corresponding increase in the 
production of the things on which incomes are spent. 
And there is no evidence whatever that America’s national 
income has as yet come within measurable distance of 
its potential peak. Though industrial production is high 
it can be pushed still higher. Admittedly, in some 
industries (such as machine tools, shipbuilding, steel and 
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aluminium) further expansion will necessitate an increase 
in capacity through the extension of plant and equipment 
and the training of new labour; but there is no reason 
to anticipate that they will meet any difficulty in securing 
these additional resources. So far as labour is concerned— 
and this is the vital factor—there is still a very considerable 
slack to take up. Although the number in employment 
rose by more than 2,000,000 in the first year of war to 
over 48,000,000, the National Industrial Conference 
Board estimated that there were still close on 7,000,000 
unemployed last September—a figure which is probably 
an under-estimate. Moreover, an official statement last 
year estimated that no less than 5,500,000 idle workers 
were available for the defence industries themselves. 

Before one even considers such expedients as overtime 
working, dilution and the attraction of new workers into 
industry, therefore, it is clear that America has ample 
reserves of labour power. Admittedly, the heavy demands 
for a few types of skilled men have given rise to local 
shortages of specialists such as instrument makers, 
machinists or lens grinders. But it is only a general 
shortage of labour which is inflationary, and not particular 
bottlenecks. The latter can slow down defence expansion 
or raise arms costs per unit of output, but they are only 
inflationary in tendency if the diversion of such workers 
from civil to defence production depresses the output of 
consumption goods, which is not very likely. What 
matters is the general labour position ; and, inthe National 
City Bank’s words, “except in a few skilled crafts, 
supplies of labour are plentiful.” 

The National City Bank, indeed, is one of the few 
authoritative financial quarters which have taken a 
realistic and therefore a reassuring view of the supposed 
danger of inflation. In a recent circular, it points out 
that the margin of safety is greater than might be 
supposed from the recent spirit of industrial activity, 
since in the aggregate buying has exceeded current 
requirements. It points out that “ authorities in the 
peace-time industries say they can supply prospective 
demands, provided they are spaced according to actual 
needs and not swollen by hoarding.’”’ And on the basis 
of this review of the facts, it comes to the forthright 
conclusion that “there is no sound reason why (an 
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inflationary) movement should occur, in view of the 
abundance of raw materials, the idle labour and capital, 
and the technical resources that can be drawn on to 
increase production.” There is, in fact, only one argu- 
ment for inflation which is not entirely disposed of by 
this survey of the facts. It is the ingenious suggestion 
put forward in one quarter that the avoidance of inflation 
necessitates a reversal of administration policies ‘‘ which 


have had a repressive effect, 


”? 


on the ground that these 


policies prevent an increase in total production and 
therefore mean that consumption goods output must be 
curtailed (irrespective of unemployed resources) to make 
way for increased arms output. The argument is super- 
ficially plausible, yet a little reflection shows it to be 


fallacious. 


Governmental policies exert a repressive 


effect only through discouraging private investment. 
This only means, however, that a given pump-priming 
expenditure by the Government fails to generate as large 
an addition to the national income as it should; the 
multiplier effect of such expenditure is reduced. It is, 
indeed, a valid criticism of the New Deal policies that 
much of the debt created has failed to increase the 
national income commensurately, just because of this 
offsetting contraction in private investment ; the United 
States could have enjoyed a national income of the same 
size without adding so heavily to the burden of public 
debt. To argue that this deflationary unwillingness to 
expand private investment prevents an increase in total 
production, however, is clearly absurd. The smaller the 
competition for unemployed resources from the side of 
private industry, the more readily can defence produc- 
tion be expanded. In any case, it is obviously unrealistic 
to suggest that defence outlays of the magnitude con- 
templated would not stimulate industry in general. 

Once this quasi-political argument is dismissed, one 
may fairly claim to have shown that inflation cannot be a 
serious danger in the United States for some time to come. 
Even if it were an imminent threat, it is difficult to see 
that anything useful could be achieved on the Federal 
Reserve Board’s lines of interposing legal restrictions on 
the supply of credit. By all means make every effort 
to expand total production and by all means finance 


as much of the defence programme as possible by taxa- 
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tion and public savings. But once this is done, the volume 
of credit becomes a mere reflex of the inadequacy of these 
sources of finance. Unless it is suggested that the 
Government should cut its coat according to its cloth and 
cut down its arms spending to that sum which can be 
financed by taxation and genuine savings, the uncovered 
margin can only be raised through the banking system 
or by direct inflation of the currency. Of all the Federal 
Reserve Board’s proposals, the most difficult to under- 
stand is the suggestion that the banks should be forbidden 
to subscribe for Government issues—a proposal which 
would involve a complete breakdown in any known 
system of Government finance. For the proposal to 
raise reserve requirements, on the other hand, there does 
seem to be a good case, provided it is realized that it is 
not current Government borrowing which is to be 
restricted but deliberate over-expansion by the banks 
themselves. So far as the Government is concerned, the 
amount of necessary recourse to the banking system is 
rigidly determined, on the one hand by its receipts from 
taxation and other genuine sources, and on the other 
hand by the public’s marginal propensity to save. 
Nothing can alter this. By purchases of securities over 
and above this necessary minimum, however, and by 
lending for inessential purposes, the banks can generate 
additional credit which may be used to demand consump- 
tion goods and is therefore inflationary (or at any rate 
hastens the progress towards full employment and 
inflation). To prevent over-expansion of this kind 
without interfering with the legitimate needs of the 
Government, it is clearly desirable that excess reserves 
should first be reduced to a working minimum and the 
banks thereafter provided (assuming full employment to 
have been reached and the demand for liquid assets to 
be stable) with just sufficient cash to carry the additional 
deposits generated by Government spending. 
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The Problem of South America’s 
Commodity Surpluses 


PART from direct assistance in the form of war 
material, the United States could render valuable 
service to the British cause—and is indeed already 

doing so—by helping to solve the problem of South 
America’s ever mounting surpluses of unsold export 
commodities. On all hands, there is already increasing 
evidence that the republics of South and Central America 
are confronted by grave difficulties through these 
accumulating surpluses of products for which there is 
no longer an export market, due to the severance of trade 
with the Continental countries now in German occupation. 
Those markets in normal times absorbed a large propor- 
tion of Latin America’s exports, ranging from 25 per 
cent. in the case of Peru up to 40 per cent. from Argentina 
and Brazil. So long, however, as the present European 
situation remains unchanged, South America’s exports 
may be expected to run at low levels, with a consequent 
restriction of purchasing power leading to a reduction 
in imports. Already, there is a tendency to replace 
imported goods by locally manufactured articles, and 
the national manufacturing industries in the various 
Republics, which had already made considerable progress 
since the last war, are being increasingly fostered during 
the present hostilities. 

Shipments from most South American countries, 
which were satisfactory enough during the first few 
months of the war, have now fallen to new low records, 
whilst their trade balances have turned unfavourable. 
The latter factor will of course exercise an adverse effect 
upon the exchange and currency positions. Whilst 
the loss of European markets is due to the British 
blockade, it must be emphasised that there is general 
and increasing sympathy in Latin America with the 
Allied cause, as also sympathetic understanding of 
Britain’s economic policy during wartime. It is fully 
realised—as in the United States—that the British 
Navy is the first bulwark in the defence of the Americas. 
Therefore, the problem of dealing with Latin America’s 


export surpluses is one which can be, and is, susceptible 
Cc 
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to discussion in an entirely friendly atmosphere of 
mutual understanding. A very warm welcome has 
been given in South America to the Willingdon Trade 
Mission from Britain, and preliminary reports indicate 
that the activities of this Mission may lead to increased 
mutual trade through Britain buying additional 
commodities from South America. At the same time 
it is realized that Great Britain, with the best will in 
the world, cannot alone deal with so vast a problem as 
South America’s export surpluses, owing to such obvious 
factors as transport difficulties, the restricted supply of 
foreign currencies, obligations to other countries of the 
British Commonwealth, and the necessity in the interests 
of the British taxpaper of buying in the cheapest market. 

The position now is that the United States and the 
United Kingdom are practically the only two important 
markets remaining open for South American products, 
and, conversely, are also the chief sources of supply to 
South America. Recent developments indicate that 
the Washington Administration has much in mind the 
predominant part which the U.S.A. can play in solving 
Latin America’s current problem. During the first 
year of the present war, North American imports from 
Latin America expanded by 30 per cent. over those in 
the like period of 1938-39. On the other hand, exports 
from the U.S.A. to Latin America increased by over 
40 per cent. The original Washington plan to form a 
cartel for taking over Latin America’s export surpluses 
appears to have been abandoned in favour of the granting 
of credits to South American countries by the Export- 
Import Bank, whose capital has recently been increased 
by $500 millions for this specific purpose. So far as 
can be gauged, however, these credits are as yet mainly 
being utilised for the importation into South America 
of capital goods from the U.S.A., chiefly to increase 
railway and other transport facilities but also to enhance 
South American manufacturing capacity. 

In greater or less degree, all the Latin American 
countries are affected by the loss of European markets 
and the resulting accumulation of an unsaleable surplus 
of export products. In Argentina, the main problem 
is the bumper 1939-40 maize crop, which was gathered 
after the closure of European markets. The new crops 
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of wheat and linseed promise well, but the question 
of their disposal has yet to be settled. Afterwards, 
another maize crop will raise fresh problems. Many 
new grain elevators have been constructed over the 
past few years in Argentina, and could probably house 
surpluses of fine grain, though not of maize. Storage, 
however, would obviously not solve the question of 
the farming community’s loss of income—the chief 
problem in Argentina, where loss of purchasing power 
is already being reflected only too clearly in retail trade 
stagnation. In consequence, the Argentine Govern- 
ment itself came to the rescue of farmers by offering to 
purchase the 1939-40 maize crop at a fixed price. When 
the time limit expired on November 30, 1940, the 
Ministry of Agriculture announced that the total quantity 
bought was some 5,400,000 metric tons out of an 
exportable surplus of 6,700,000 tons. Subsequently, 
the Ministry of Agriculture stated that the purchase of 
maize, wheat and linseed under the various measures 
taken by the Government would cost the State approxi- 
mately 500,000,000 pesos (say £30,000,000 sterling) 
and might involve a loss of some 400,000,000 pesos. 
The latter sum included an estimated loss of 90,000,000 
pesos on the last maize crop, a probable loss of 160,000,000 
pesos on the new wheat and linseed harvests, and an 
amount of 130,000,000 pesos still owing to the Banco 
de la Nacién Argentina for losses incurred by the 
Government in purchases of the last wheat crop. The 
Argentine Government has emphasised that the new 
maize crop will be ready in April, 1941, and, if the war 
situation continues as at present, marketing prospects 
will be no better than in I940; agriculturists are 
therefore asked to bear in mind that, in view of the 
heavy commitments already undertaken and the possible 
losses to be borne, it will be very difficult for the Govern- 
ment to grant assistance to growers on the same scale 
as in 1940. Meanwhile, the Grain Regulating Board 
is authorized to sell maize as fuel to the railways, factories 
and industrial concerns approved by the National Fuel 
Commission, and the relative prices were fixed by a 
recent Decree. 

_ The above-mentioned purchases of grain are an 
integral part of the comprehensive plan prepared by 
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Dr. Pinedo, the Argentine Minister of Finance, for 
combating the adverse results to the Argentine of the 
loss of export markets. Argentina had accumulated a 
favourable balance of trade of some 100 million pesos 
by May, 1940, but by end-October the balance had 
become adverse to the extent of 69 million pesos, whereas 
a surplus of about 450 million pesos is generally calculated 
to be needed each year to meet invisible imports. To 
redress the balance of payments, heavy gold shipments 
were made totalling about 247 million pesos for the 
first eleven months of 1940, compared with only 31 million 
pesos in the whole of 1939. If necessary, Argentina 
can still afford to ship gold to a considerable extent, 
the statement of the Central Bank as at October 31 
last showing total gold and foreign exchange of 1,336 
million pesos, representing a ratio to notes in circulation 
and other sight liabilities of over 78 per cent. Meanwhile, 
two American dollar credits to Argentina are being 
granted totalling $110,000,000 to support Argentine 
currency and otherwise help to solve the problem of the 
adverse trade balance in 1941. 

Another difficult surplus problem in which some relief 
is being afforded by American action is that of coffee, 
which vitally affects Brazil, as well as the Central 
American countries of Colombia, Guatemala, Nicaragua, 
Salvador, and Venezuela. Normally, the “‘ mild ” coffees 
of the Central American countries were in good demand, 
particularly in the U.S.A. Brazil alone was faced with 
a chronic problem of over-production resulting from 
an output of some 25,000,000 bags per annum to supply 
an offtake of only 15,000,000 bags. It is sufficient 
comment upon the Brazilian coffee situation to state 
that the total quantity eliminated since June, 1931, up 
to October, 1940, amounted to as much as 70,504,394 
bags. This problem of over-production was _ sharply 
accentuated by the loss of European markets, which 
affects also cotton, so that Brazil’s balance of trade 
became adverse at the end of October, 1940, to the 
extent of {121,000 (gold) compared with a favourable 
balance of £5,923,000 (gold) twelve months previously. 
Certainly, shipments from Brazil of products other than 
coffee and cotton have shown remarkable increases ; 
for example, exports of meat have more than doubled 
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in volume due to British purchases, whilst exports of 
manufactured goods—mainly to other South American 
countries—now figure prominently in the trade returns. 
Nevertheless, coffee still remains the crux of the Brazilian 
economic situation. The sales programme for the 1940- 
4I crop provided, as in previous seasons, for purchases 
by the National Coffee Department at fixed prices and 
meant, in effect, that some 10,000,000 bags of coffee 
would be removed from the market during the season, 
leaving about 11,000,000 bags available for export. 

In November last, an Agreement was signed arranging 
for import quotas for coffee into the U.S.A. from the 
various Latin American producing countries, the agree- 
ment to cover a period of three quota years (from 
October 1 last to September 30, 1943) and to come into 
force when ratified by the Governments of all the partici- 
pating countries. This Agreement has led to a rise in 
prices, and the Central American coffee countries have 
issued local regulations to fit in with the new agreement, 
particularly to restrict the sale of low grade coffees. 
Brazil’s reliance upon the American market and the 
consequent importance of the quota arrangement for her 
are evident in the fact that in October last the United 
States took over 720,000 bags out of shipments aggre- 
gating 736,000 bags. Only five other countries were 
purchasers of Brazilian coffee, which before the war was 
shipped to some forty countries. The view is expressed 
that in the absence of the quota agreement Brazil would 
under present conditions have stood to lose more than 
any other country from an attempt to secure a fair share 
of the U.S. market by competitive methods. Even with 
the agreement, it is realized that Brazilian prices must 
remain competitive, as the U.S.A. may not import all 
the quotas in full during the year. No obligation to do 
so is imposed upon the U.S.A. by the Agreement. 
Should European markets remain closed the Agreement 
alone will not solve the surplus problem, for supplies 
will still be ample to meet all probable export demands. 
Some relief to the over-production problem may be 
afforded, however, by the damage to the trees caused by 
the recent drought, together with the substitution of 
other crops, particularly cotton. In the case of the 
latter commodity, the recent extraordinary increase in 
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sales to Canada is assisting in making good the loss of 
the German market. At the same time, a good deal 
depends upon the extent of British purchases. These 
have shown a tendency to fall off in recent months, but 
hopes are expressed that the visit of the Willingdon 
Mission will result in larger British purchases. 

In the case of Peru, British purchases of cotton and 
sugar should normally provide sufficient sterling to pay 
for imports of British goods. Following upon difficulty 
in disposing of the 1940 cotton crop, however, sales of 
the new crop, due to loss of Continental markets, depend 
almost entirely upon the policy of the British Board of 
Trade in granting import permits. The recent restricted 
issue of such permits is exercising a depressing effect upon 
cotton prices in Lima, while the shortage of sterling is 
daily becoming more accentuated. 

Elsewhere in Latin America, the problem of com- 
modity surpluses is perhaps less acute. Uruguay is 
essentially a producer of pastoral products, and is 
therefore in a relatively favourable position. Due to 
sales of meat to Britain and of wool to the U.S.A. at 
profitable prices, the export trade has been satisfactory, 
whilst the Government has made provision against 
adverse effects of the European War by accumulating 
a large gold reserve and exercising economy in public 
expenditure. In Chile, the nitrate outlook is uncertain, 
but the governing factor is the market for copper, which 
now represents over 50 per cent. of total exports, as 
against 20 per cent. for nitrate. Production and ship- 
ments of copper, which greatly increased after the 
outbreak of war, fell steeply from June, 1940, onwards 
owing to the unexpected fall in demand. Latterly, 
however, the outlook has improved considerably owing 
to reported shortage of copper in the U.S.A. and an 
increased demand for copper for export from U.S.A. to 
Japan and China. Stocks of Chilean copper held in 
bond in the U.S.A. are understood to have fallen rapidly, 
and there are reports of substantial American purchases 
to replenish reserves. 

In ways such as these, the United States is helping to 
alleviate the more pressing difficulties of her southern 
neighbours, though it must be admitted that as yet 
no comprehensive plan has emerged either in this 
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country or America to deal, whether singly or in co- 
operation, with the problem as a whole. In essence, this 
is nothing less than to finance the output of the greater 
part of South America’s staple export industries for 
perhaps several years, enabling these republics. to 
continue something like their normal imports of manu- 
factures and other goods even though the suppliers 
of these goods have no immediate use for Latin-America’s 
current export surpluses. The difficulties in the way 
of major assistance from this country at the present 
time are obvious. If America should decide to deal 
with the problem in a systematic way, however, there 
is no doubt that both her finances and her industrial 
capacity would be fully equal to the strain. 


The “‘ Costless Credit’? Controversy 


N the printed statements which this year have had to 
do service for a formal speech at the shareholders’ 
meeting, the majority of the bank chairmen made a 

special point of emphasizing that last year’s expansion 
in credit meant little or no additional profit to the banks. 
That this must be so was clear even before the publication 
of the accounts from an examination of the monthly 
clearing bank returns. As was shown in THE BANKER 
last month, the additional deposits were backed almost 
exclusively by low-yielding assets—notably Treasury 
bills and the new Treasury deposit receipts—and there- 
fore brought additional earnings of probably no more 
than {2,150,000, a relatively small sum which could 
only too easily be swallowed up by increased costs on 
account of A.R.P. expenditure and allowances to members 
of the staff serving with the Forces. The published 
accounts confirm, as discussed in greater detail in a 
subsequent article, that gross earnings before tax last 
year were probably slightly smaller than in 1939 at 
£13,275,000. In spite of an increase of some II per cent. 
in the average level of deposits, in other words, profits 
were roughly stable at about the level of the previous 
three years, when the recovery from the post-1931 slump 
was halted by gold losses and the resulting check to 
the credit expansion of the early cheap money period. 
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From the reference already made to rising costs, there is 
clearly no reason to suppose that this apparent stability 
was produced merely by excessively conservative alloca- 
tions to inner reserves, disguising a rise in true earnings. 
Unfortunately, as Lord Wardington pointed out, there 
are some who “ never let an opportunity pass of trying 
to belittle the efforts of the banks, to curtail their profits, 
or misrepresent the facts.” In particular, one writer had 
argued that the banks’ true earnings must have increased 
by some {5,250,000 and that if the published accounts 
failed to show such a result this could be due only to the 
banks’ accounting methods. The numerous flaws in the 
train of argument leading up to this wholly fallacious 
conclusion can best be indicated by the following 
quotation from Lord Wardington’s statement : 


“ If you read a recent financial article in the Press, and believed 
it, you may be disappointed. The writer, by some process of 
reasoning which he did not fully explain, estimated that bank 
profits would be up by 50 per cent. He rightly pointed out that 
our assets had largely increased, although he took the figures as 
at a particular date and disregarded the average through the year, 
but was quite wrong in estimating that we would be able to obtain 
a 2 per cent. return from them, or a net 14 per cent. after allowing 
for interest granted on our increased deposits. He ignored the 
fact that a large proportion of this increase—I estimate that for 
the ‘Big Five’ banks alone, in November it amounted to 
£72,000,000—found its counterpart in cheques in course of 
collection and items in transit, neither of which earn any interest 
at all. A further 10 per cent. has to be kept in cash, which of 
course earns nothing; while the other unsatisfactory features, which 
I have already mentioned, he dismisses with a casual caution that 
some small deductions must be made to allow for smaller earnings 
on other assets, while no allowance is made for increased expendi- 
ture. It is a queer kind of accountancy which estimates its profits 
on the earnings of the more remunerative assets only, and takes 
little or no account of anything else, including greatly increased 
expenditure. I am satisfied that owing to the cheap money policy 
of His Majesty’s Government, and to heavy increased working 
expenses, the banks are not earning any excess profits, and I would 
further remind you that if they did the whole of the amount would 
be handed over to the Government.” 


For the most part, the other chairmen content 
themselves with explaining how it was that war finance 
did not bring additional profits to their particular bank 
last year, pointing to the decline in advances, analysing 
the composition of the additional assets to show the low 
average return and enumerating the various special 
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factors making for higher costs last year. In two cases, 
however, far wider issues are raised by an extension of 
the discussion from the results of one particular year to a 
consideration of the factors determining bank earnings 
in general. Both Mr. McKenna and Mr. Edwin Fisher 
take pains to refute the arguments of the “‘ costless 
credit ’’ school, which claims that the banks are able to 
create additional deposits at no cost to themselves and 
are not, therefore, entitled to any return on the securities 
which the Government sells them in order to cover its 
marginal deficit and which form the counterpart of the 
additional deposits. In effect, it is argued, the expansion 
of bank credit through Government borrowing is identical 
with the creation of additional money in any other form, 
such as bank-notes, a process which is the prerogative of 
the State and for all practical purposes accomplished 
without cost. 


Simply to show that the maintenance of the banks’ 
organizations as a whole involved additional expense last 
year naturally does not affect this more general argument, 
which asserts only that additions to cost are not in- 
herently necessitated by additions to deposits as such. 
Once the banks’ organizations are in existence, the 
implication is, they can deal just as readily with £5,000 
millions of deposits as with £3,000 millions or {£2,000 
millions; in other words, the marginal cost of handling 
deposits, as opposed to the average cost, is nil. It is this 
assumption which Mr. McKenna and Mr. Fisher flatly 
dispute. Thus Mr. Fisher says: 


“ Suggestions have been made that the rise in deposits held 
with the banks and the increased amounts they have been able to 
lend to the Government are credit which the banks create without 
cost to themselves. Misconceptions possibly arise, owing to some 
lack of understanding of the fact that the employment of money by 
a bank is entirely dependent upon its success in attracting deposits 
from the public. A bank can only maintain its business if its 
credit is such that the public have confidence in its ability to meet 
its obligations and if the services which it places at the disposal 
of its customers make the possession of a banking account attractive. 
The rendering of these services by the banks and the payment of 
interest to depositors are obviously costly matters, and, therefore, 
no part of the deposits which the banks are able to lend can be 
regarded as credit which has cost them nothing. In order that they 
can continue to conduct their operations, the banks must be able 
to recoup themselves for the expense incurred in affording the various 
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and ever-increasing facilities and services which they place at the 
disposal of the public, and which are so necessary to the life of the 
community. Increased deposits do not necessarily produce 
increased profits, as our own figures make clear.” 

On much the same lines, Mr. McKenna argues : 


“For banks such a thing as costless credit does not exist. The 
banks pay for all deposits placed with them, partly in interest and 
partly in service. Of the two forms of payment, the cost of service 
is ordinarily much the greater, and has been substantially increased 
of late by difficulties arising from the war. On the other hand, what 
the banks have been able to earn on the additional money entrusted 
to them is readily ascertainable from their balance sheets.” 

Both bankers, it will be noted, lay the emphasis on 
the cost of services to customers rather than on the 
payment of deposit interest, and indeed Mr. McKenna 
states explicitly that the cost of services is ordinarily 
much the greater. It is particularly useful that this 
point should have been made at the present time, for it 
rules out one superficial retort which does not affect the 
general case: namely, that the banks did not in fact 
have to pay larger sums in deposit interest last year, 
since the whole of the additional deposits took the form 
of current accounts. In the twelve months to November, 
current accounts actually rose by £368 millions to 
£1,671 millions, whereas total deposits at £2,702 millions 
showed an increase over this period of only £357 millions, 
deposit accounts having meanwhile declined by £11 mil- 
lions to £1,031 millions. This swing-over from deposit 
to current account, however, is doubtless a purely 
transitory phenomenon. Normally, it is safe to assume 
that a proportion of any additional bank credit will take 
the form of deposit accounts—the distribution is fairly 
stable at about 55 per cent. of current accounts and 
45 per cent. of deposit accounts. 

That the many facilities available to the holder of a 
current account cannot be provided without cost is self- 
evident. Such services as the provision of strong-room 
accommodation come most readily to mind, but there is 
no doubt that by far the most important and most 
costly service is one which most of the banks’ customers 
do not even realize to be such—namely, the payment 
and collection of cheques. While it is impossible to be 
dogmatic on the subject, it is estimated that every 
cheque drawn involves the banks as a whole in indirect 
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costs of the order of 10d. This statement, however, is 
only a partial reply to the criticism of the “ costless 
credit ’’ school. It must be remembered that the 
majority of the banks’ current account customers are 
called upon to pay a quarterly or half-yearly service 
charge for the conduct of their account. If these service 
charges were sufficient to meet the cost of handling 
cheques and of the other operations connected with the 
account, then there would still be no reason* why the 
banks should receive interest on the additional Govern- 
ment securities they take up, since their increased costs 
would already have been met by the customer. 

What is basically in dispute, in other words, though 
it is not always realized either by the banks or their 
critics, is the present system of bank charges. It is 
well known that the banks expect to recoup their costs 
primarily out of the earnings they are able to make on 
the funds which current account customers place at their 
disposal. Service charges are imposed only to supplement 
this source of revenue where the average balance on the 
account is insufficient to meet the cost of conducting it. 
This is so much part and parcel of British banking 
tradition that bankers take it completely for granted 
and are therefore very naturally aggrieved at any 
suggestion that they should be expected to lend to the 
Government free of interest. Instead, they are only too 
well aware that the cheap money policy of recent years 
has already sharply reduced the value to them of the 
average current account. Moreover, they have chosen 
as their deliberate policy to encourage the opening of 
banking accounts by small salary earners and other 
persons of limited means, even though the service charge 
and the return on the average balance together cannot 
be expected to cover the full cost of holding the account. 
In defence of this policy, it is urged that some proportion 
of the small accounts eventually expand and become 
profitable. In reality, it may be doubted whether the 
earnings on the minority of small accounts which 


*This assumes that profits are not to rise proportionately to turn- 
over. In some industries profits do rise with turnover, even in wartime, 
but are then subject to 100 per cent. E.P.T., which is based on the 
underlying principle that beyond a certain point profits are not to 
benefit by changes due to the war situation. 
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ultimately become profitable are in fact sufficient to 
meet the costs of the unprofitable remainder, which in 
practice probably involve a substantial net loss to be 
met out of the banks’ profits on their remaining business. 
This loss would no doubt be increased by any substantial 
increase in deposits, particularly if these resulted from 
an extension of the use of banking facilities to the classes 
which in the main are benefiting from the additional 
income paid out by the Government. 

Under our present arrangements, therefore, it is 
irrefutable that an increase in deposits does involve an 
increase in costs to the banks. And it should be noted 
that this is just as true if one is thinking of an increase 
in deposits due to a rise in the size of the average balance 
as of an increase in the number of accounts. At first 
sight, the costless credit argument may seem more 
plausible when the rise in deposits is due to an increase 
in the average balance. In an inflationary period, the 
argument would run, the increase in deposits is associated 
only with a rise in prices and not with any change in real 
terms. If the volume of deposits is doubled, then prices 
will be doubled and so will the size of the average cheque. 
There will not necessarily be any increase either in the 
number of accounts nor in the number of cheques drawn. 
This may be true enough. But if prices and wages in 
general are rising, then so are the banks’ own costs ; and 
since the banks hold only fixed-interest bearing assets, 
they will still require interest on the fresh assets which 
form the counterpart of the additional deposits. As 
things stand, therefore, it is perfectly reasonable for the 
banks, even if they are not called upon to handle an 
increased volume of business, to resist any suggestion 
that they should be called upon to take up Government 
securities free of interest. Some return is needed on 
additional assets to take care of increasing costs; and 
if the actual return should leave some margin to increase 
profits, then it must always be remembered that this 
will be swallowed up by 100 per cent. E.P.T., as in the 
case of any other concern, once the banks have reached 
their pre-war standard. 

When all this is said, however, the costless credit 
enthusiast is still left with one line of argument. If the 
case for payment of interest on the banks’ assets is based 
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on the fact that the banks themselves have to pay deposit 
interest and provide general banking services, then it 
follows that the banks’ customers enjoy their present 
advantages largely at the expense of the taxpayer. 
Could the State not effect a substantial saving in its 
interest bill if deposit interest were abolished and if 
current account customers forced to pay service charges 
which would cover the full cost of running their accounts ? 
It may be urged that the payment of deposit interest 
is more than ever an anomaly at the present time, when 
a banking account—with duplicated records—possesses 
every advantage over cash held in the form of bank notes, 
which are vulnerable to air-raid damage and nevertheless 
carry no interest. Deposit interest, moreover, could be 
abolished at a stroke by the simple expedient of reducing 
Bank Rate to 1 per cent. The system of current account 
charging, on the other hand, is outside the control of 
the authorities and in a competitive system no individual 
bank could make the first move. In times such as these, 
however, the banks could be expected to co-operate 
sufficiently with each other and with the authorities to 
carry out a concerted raising of charges if this were 
considered desirable in the national interest. 

In spite of the potential saving on the national debt 
service, however, a little consideration of the obvious 
repercussions suggests that such a step might still be 
undesirable on balance. The abolition of deposit interest 
would obviously cause a large-scale transfer of deposits 
to the savings banks and other institutions ; and if this 
did not entail any loss to the banks (who would be saving 
in costs), neither would it represent any advantage to the 
Government so long as it was prepared to allow interest 
on Post Office and other accounts. Indeed, such a 
transfer at present would actually increase the Govern- 
ment’s interest bill, since Post Office depositors receive 
24 per cent., whereas bank deposits can be created 
against short-term securities carrying I per cent. or little 
more. 

On the other hand, if depositors chose to hold bank 
notes rather than pay additional charges, this would 
provide the Government with an interest-free loan. 
Under present conditions, however, a large part of the 
‘“ marginal ’’ accounts would most probably be invested 
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in Savings Certificates, on which again the rate of interest 
paid is considerably higher than on the securities sold 
to the banks. What is more, the increased cost of 
holding savings in liquid form might very well induce 
the public to buy goods rather than save, which would 
clearly be most undesirable. In the last analysis, there- 
fore, there seems to be very little in the costless credit 
idea so long as interest continues to be paid on savings 
in any form. And although we no longer believe that a 
rise in interest rates will bring forth a great increase in 
saving, this is hardly the time to place any deterrents on 
saving by individuals. Probably the most that could 
usefully be accomplished on costless credit lines would 
be for the banks to see that all accounts covered their 
cost either by way of service charges or adequate credit 
balances. For the rest, the present system of creating 
bank deposits against Treasury deposit receipts is the 
cheapest form of borrowing which is practicable without 
radical changes in our financial method as a whole. 


Bank Accounts for 1940 


ROM the banking point of view, the most striking 
change brought by the war has, of course, been 
the rapid growth of deposits. It is not generally 

appreciated that on the whole the volume of credit 
actually showed a slight contraction in the two years 
prior to the outbreak of war. The five-year period of 
expansion ushered in by the cheap money policy reached 
its climax in 1937. Thereafter the flight of capital to 
America and the resulting heavy losses of gold, with the 
associated redemption of Exchange Account Treasury 
bills, more than sufficed to offset the expansionary 
influences on credit, notwithstanding the unbalancing of 
the budget to finance our increasingly rapid rearmament. 
From an average level of £2,287 millions in 1937, there- 
fore, clearing bank deposits declined slightly to £2,277 mil- 
lions in 1938 and £2,248 millions in 1939. 

Since war began, the underlying trend of deposits 
has been steeply upward. From {£2,245 millions in 
August, there was a sharp rise to a new all-time peak 
of £2,441 millions at the end of 1939. It is true that 
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even war conditions have not wholly obliterated the 
normal seasonal variations, so that the revenue quarter 
brought a reaction to £2,354 millions in April. Within 
two months, however, the December peak had already 
been exceeded and the second half of the year brought a 
steep and uninterrupted rise to the end-year peak of 
{2,800 millions—a jump of no less than £446 millions in 
eight months. 

It is important to bear in mind that the 1940 expan- 
sion was virtually confined to the second half of the year, 
since otherwise 1t would be only too easy to draw mis- 
leading conclusions from a comparison of the 1939 and 
1940 balance-sheets, which show only the net movements 
on the year. In fact, as will be seen from the table below 


CLEARING BANK RETURNS 
Average 
December 12 months 
1940 1939 Change 1940 1939 Change 
(£m) (fm) (fm) (£m) (£m) (£m) 


Deposits .. .. 2,800°0 2,440°9 +359°I 2,504°2 2,247°99 +256°3 
Cash “ .. 3244 2742 + 50°2 268-3 245°3 + 23°0 
Call money .. 1585 1744 — 159 1484 1487 — 33 
Discounts. . .. 2649 3339 — 69:0 3693 2551 +114°2 
Treasury deposits 3135 — +3135 727 — + 72:7 
Investments .. 771°4 60973 +1621 666.0 607:7 + 58-3 
Advances. . .- 9060 1,002:0 — 96:0 955°4 990°7 — 35°3 


there is an even more marked contrast than usual between 
the changes on balance and the average position 
throughout the year. Deposits on the average were 
only £256 millions higher at {2,504 millions, or almost 
{300 millions less than the end-year total. On the 
assets side, the contrast is particularly striking in the 
case of discounts, which on balance show a decline of 
{69 millions but on the average were actually £114 millions 
higher. The reason is, of course, that Treasury bills 
continued to form the chief instrument of deficit finance 
during the first half of the year, but in the second half 
were superseded by the new Treasury deposits, of which 
the banks held more than £313 millions at the end of 
the year, although their holdings have been equivalent 
to an average of no more than £73 millions over the 
year as a whole. 

Similarly with the main earning assets. Although 
investments have shot up by no less than £162 millions 
on balance, it was not until August that the previous 
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peak of {671.3 millions in February, 1937, was passed, 
and the average rise on the year has been only £58 millions. 
The average level of advances, on the other hand, has 
been only £35 millions lower, although on balance the 
contraction is as much as {96.0 millions. As several of 
the bank chairmen pointed out, the chief influences 
responsible for this reduction in outstanding loans have 
been: the suspension of new lending for inessential 
purposes; the repayment of pre-war advances by 
individuals and by industries whose market has shrunk 
or disappeared entirely ; and finally the direct finance 
by the Government of much of the increased war pro- 
duction, not only in such matters as the finance of bulk 
purchases and stocks of raw materials, but also by way 
of prompt payments to contractors out of funds borrowed 
by the Government itself from the banks. Thus, although 
the fall in advances may seem astonishingly large in 
view of the expansion in war production, it has to be 
borne in mind that the latter finds its main reflection in 
the items which represent lending to the Government 
and not to private customers, notably in Treasury 
deposit receipts and investments. 

So far as the balance-sheet changes are concerned, 
movements have been very uniform as between the 
different banks. Little comment is therefore required 
on the following tables, in which, as usual, the balance- 


CLEARING BANK LIABILITIES AND ITEMS IN COURSE 
({000’s omitted) 


Capital Cheques 
and Deposits, Acceptances, and 
Reserves etc. etc. Balances 
1939 1940 1939 1940 1939 1940 1939 1940 
Barclays .. .. 26:6 27°71 461-4 5469 15°6 15:0 19:2 22-7 
Lloyds... -. 25°3 25°83 433°6 490°8 29°5 20°3 25:7 268 
Midland .. .. 276 27-6 496°3 577°3 17°74 141 21°4 22:0 
National Provincial 18-0 18-0 336°3 380°8 11-4 12°4 13°7 15:3 
Westminster .. 186 18:6 366°5 410°2 20:9 26° 16:3 18°5 
Coutts... ~. 20 20 23:9 26:6 7 o8 09 «6210 
Glyn, Mills > E@Q* ¥9 38-1 46:0 47 41 25 22 
Martins .. .. 78 78 1104 1233 77 88 36 48 
District .. .- 60 60 go8t105-4t 52 36 38 42 
National .. .. 27 27 366 365 O3 OF . s 
Williams Deacon’s 28 28 416 509 2:3 22 3:3 38 
* Includes reduction of bank premises account. 
+ Including provision for contingencies. 


t Not shown separately. 
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sheets of all the clearing banks are presented for com- 
parison item by item. There have been no increases in 
capital, the changes in the capital and reserves column 
reflecting additions to reserves by Barclays and Lloyds. 
The reserve fund of Barclays has been increased to 
{11,250,000 by bringing in the £500,000 reserve fund of 
the Union Bank of Manchester, whose accounts were 
incorporated in those of the parent institution at the 
beginning of the year. In the case of Lloyds, this year’s 
increase of {£500,000 raises the published reserve to 
£{10,000,000. Referring to this allocation in his address 
to shareholders, Lord Wardington recalled that in 1931 
the bank withdrew {2,500,000 from the published reserve 
to keep in its internal funds for the protection of any 
depreciation in investments. ‘“‘It was always the 
intention,’’ said Lord Wardington, ‘‘to replace this 
amount when we felt that it was no longer likely to be 
required. Transfers, amounting in all to {£2,000,000, 
have already been made in 1932, 1934, 1936 and 1937, 
and the balance of {£500,000 has now been transferred, 
restoring our published Reserve to its former figure of 
{10,000,000. This last payment of {£500,000 does not 
come from our profits—it would have been very pleasant 
if they had been large enough to enable us to take some 
for this purpose—but it represents a transfer from our 
Investments Reserve Fund and leaves a substantial 
amount in that account, which we feel justified in believing 
to be more than sufficient for any probable deficiency 
in the future.” 

The largest increase in deposits, both absolutely and 
proportionately is that of £85.5 millions in the case of 
Barclays Bank, though it seems probable that some 
{20 millions of this expansion can be accounted for by 
the inclusion of the Union Bank of Manchester’s figures. 

In view of the contraction in the use of commercial 
bills resulting from the financial methods of the Govern- 
ment departments which play so large a part in war 
production, and in view also of the virtual disappearance 
of forward exchange operations, it might be expected 
that acceptances would have shown a sharp all-round 
decline. Actually the changes are somewhat divergent. 
Lord Wardington referred to the sharp fall in the 


acceptances of Lloyds Bank as a natural result of the fall 
D 
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in international business, but Mr. Beckett made no 
comment on the appreciable rise in the acceptance item 
of the Westminster Bank. 

Coming now to the so-called liquid assets, whose 
range is now extended by the invention of the new 
Treasury deposit receipts, it will be seen from the table 
that there has been a uniform increase in cash and a 
contraction in money market assets which is most 
pronounced in the case of Lloyds. It is interesting to 
note that holdings of the new Treasury deposit receipts 
are only very roughly proportional to deposits. Thus the 
largest holding is that of Barclays Bank, while Lloyds 
holding is virtually close on that of the Midland Bank, 
notwithstanding the considerably larger deposits of the 
latter institution. Similarly, the disparity between the 
National Provincial’s holding of £31 millions and the 


CLEARING BANK LIQUID ASSETS 
({000’s omitted) 
Cash in Money at 


hand and Call and Treasury 

at Bank Short Deposit 

of England Notice Discounts Receipts 

1939 1940 1939 1940 1939 1940 1939 1940 
Barclays .. .. 582 626 287 25:9 676 618 — 680 
Lloyds... -. 43°2 576 303 22:3 7O2 410 — 65'5 
Midland .. .. 57°77 695 263 261 659 576 — 675 
National Provincial 36-6 42-4 195 194 60:0 476 — 31°0 
Westminster -.. 376 45°55 340 287 45:2 346 — 50° 
Coutts .. .. 26 30 31 35 16 7 — 1'0 
Glyn, Mills .. G2 6% 68 88 10 09 — 35 
Martins .. .. 125 143 85 61 72 70 — gO 
District .. .. OQ 14 7606 76 «6108 G4 — 120 
National .. .. 48 48 2°5 26 «mI17 12 — O8 
Williams Deacon’s 4:9 6°8 71 76 26 20 — 555 


Westminster’s holding of £50 millions is considerably 
greater proportionately than the deposits of these two 
banks. Martins Bank, it will be noted, holds only {£9 mil- 
lions of the new asset, whereas the District Bank, whose 
deposits are not quite so large, holds {12 millions. Since 
there is no reason to suppose that there is any substantial 
deviation between the tax liabilities and the disposition 
to subscribe to Government loans of the various banks, it 
seems clear that the new system allows considerable 
latitude for individual policy in deciding on what scale 
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deposit receipts are to be tendered in payment of loan 
subscriptions by the banks and their customers. This 
impression is distinctly confirmed by the movements in 
the main earning assets. It can hardly be a coincidence 
that the banks which show the smallest holdings of 
Treasury deposit receipts in proportion to their deposits 
should also be those to show the largest proportionate 
increase in investments, coupled with the largest declines 
in advances. Thus it will be seen that the decline of 
some 15 per cent. in the advances of Lloyds and the 
Midland is slightly greater than that for the remaining 
members of the Big Five, while on the other hand the 
jump of 37 per cent. in the investments of the Midland 
and of no less than 52 per cent. in those of the National 
Provincial are considerably greater than for any of the 
remaining three large banks. The same relationship holds 


CLEARING BANKS MAIN EARNING ASSETS 
({o000’s omitted) 


Investments Advances 

1939 1940 1939 1940 
Barclays .. e ‘ia 98-8 1215 200°8 197°3 
Lloyds ais ioe + 108-1 135'0 159°0 140°0 
Midland ‘a - oa 114°5 156°7 220°3 187°8 
National Provincial ba 755 I14‘I 139'1 11g'I 
Westminster bi aia 103'2 109°8 1415 134°5 
Coutts wa ue ‘ 7:0 9°6 10°4 8-4 
Glyn, Mills .. a ‘is 11°6 15°4 II'2 9°9 
Martins ‘ Bs re 34°0 45°5 46°3 38°5 
District 4 hy Ka 29°4 33°3 34°1 32°5 
National .. si - 14'2 140 168 16-9 
Williams Deacon’s.. 5 II*4 149 I4'I 122 


in the case of Martins and the District. Thus it seems 
evident that the traditional policy of offsetting a decline 
in advances by increased holdings of securities, thus 
roughly stabilizing earnings on the two main assets, has 
been followed fairly strictly during the past year. Since 
Treasury deposit receipts are available in payment for 
subscriptions to Government loans, and since the increase 
in the banks’ investments has taken the form of sub- 
scriptions to the new issues rather than of purchases in 
the open market, this policy of using investments to 
counter-balance changes in advances naturally finds a 
clear reflection in Treasury deposit holdings. 


If income from the additional investments taken up 
D2 
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during the year was needed to offset the loss of earnings 
due to the decline in advances, it is already clear that 
last year’s expansion in credit cannot have brought any 
great additional profits to the banks. Indeed, it is 
virtually certain that earnings in 1940 were actually 
somewhat smaller than in 1939. Practically the whole 
of the expansion in deposits, as has been seen, took place 
against Treasury bills and Treasury deposits, which earn 
I per cent. and 1} per cent. respectively, so that asset 
earnings (as was shown last month) probably increased 
only by some {2,150,000. Against this must be set the 
loss of profits cn foreign exchange and other international 
business, and the increases in costs resulting from A.R.P. 
expenditure, allowances to former members of the staff 
now serving with the Forces and grants-in-aid on account 
of the cost of living to those who remain to carry on the 
work of the banks, including some thousands of sub- 
stitutes for the officials who have left to take up war 
duties. Some idea of the magnitude of these expenditures 
can be gained from the statements in the respective 
chairmen’s speeches that the Midland Bank has lost 
some 2,500 (about one-fifth) of its pre-war staff and the 
National Provincial about 2,000 (28 per cent.), while 
Lloyds have taken on 4,521 new staff. Most banks pay 
full salaries less service pay and allowances, while in 
some cases, payment of salaries is even continued in full. 
Bankers will note with interest Mr. Colin Campbell's 
statement, that of the National Provincial’s 2,000 serving 
members over 360 bear commissioned rank, and will be 
gratified to learn that a number have already earned 
decorations for distinguished service. 

In view of these figures, the fact that the published 
statements indicate slightly smaller earnings before tax 
than in 1939 carries with it no suggestions of excessively 
conservative allocations to hidden reserves before the 
published profits were struck. According to the Financial 
News computations, reproduced in the table below, the 
combined earnings before tax of the “‘ Big Five’‘ amounted 
to around £13,275,000, a small decline of some £97,000 on 
the year. In spite of the increase of some II per cent. 
in the banks’ aggregate resources, in other words, earnings 
were barely stable at around the general level of the 
preceding three years. The recovery in earnings spent 
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itself in 1937. Even in that year earnings still fell 
£930,000 short of their 1929 peak, while subsequent years 
have brought a reaction on balance of some £225,000. 


“ Bic FivE”’ COMPUTED EARNINGS BEFORE TAX 
({£000’s omitted) 
Peak: Slump 
1929 “Low” 1937 1938 1939 
Barclays .. 2,910 2,070 2,960 2,790 2,890 
Lloyds A 3,180 1,920 2,540 2,480 2,575 


Midland .. 3,330 2,690 3,480 3,550 3,540 
Nat. Provincial 2,310 1,650 2,100 2,000 ~ 1,977 
Westminster .. 


Total .. £14,430 10,280 13,500 13,372 


Owning to the sharply rising trend of taxation in recent 
years, a calculation of gross earnings is more than ever 
necessary to obtain any insight into the course of actual 
earnings. The published figures of net profits for 1940 
show a drop of £899,870 to {7,850,735 for the “ Big 
Five’ alone, but the bulk of this, as has been seen, is 


accounted for by higher taxation. The fact that some 
banks show net profits before tax on the dividend, while 
others show the dividend net, still further vitiates the 
usefulness of the published figures, but they are given 
below for the sake of record. It will be seen that the 
only change in dividend rates was the reduction from II 
to Io per cent. in the case of the National Bank. 


CLEARING BANK PROFITS AND APPROPRIATIONS 
Other 
Net Dividends Con- Appropria- 
Profits tingencies tionst 
1939 1940 1939 1940 1939 1940 1939 1940 1939 1940 
(£000) % % (£000) (£000) (£000) 
Barclays -- 1,785 1,526 14 14 1,432 1,198 200 150 153 178* 
Lloyds os 8,990 2,384 282 12 1,248 1,033 350 250 —8 Ior1 
Midland oo S308 3.008. . 26 16 1,667 1,455 500 250 14 228 
National Prov. 1,719§ 1,698§ 15 15 1,422¢ 1,422 — — 297 276 
Westminster .. 1,476 1,312 18 18 1,068 894 — — 407 417 
Martins ea 876§ 891§ 15 15 624¢ 624t — 150 252 I17 
District -- 490 446 18% 184 357 209 — — 133 147 
National ee 194 176 II 10 165 150 15 25 14 I 
Williams Deacon’s 299§ 293§ 124 124 234¢ 234f — — 64 58 
* Amount brought in was raised to £568,727 by inclusion of £38,145 
unappropriated profit of the Union Bank of Manchester; of this, £546,704 is 
carried forward. +t Gross. { Including additions to, or drafts on, carry forward. 
§ Before tax on dividend. 


On the whole, conditions last year did not favour the 
discount market. It is true that the tender Treasury 
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bill issue rose to a new high level of £845 millions, but 
in the final months of the year the market was faced with 
increasingly severe competition from outside institutions 
plentifully supplied with funds as a result of the expansion 
in bank credit. Even so, the banks’ money market assets 
were admittedly somewhat larger on the average, but 
the average return on Treasury bills declined sharply 
from I per cent. to less than I#% per cent., with a 
correspondingly sharp reduction in the margin between 
bill rates and money rates. The feature of the 1940 
balance sheets of the three large discount houses, as will 
be seen from the table below, was a leap of no less than 


DISCOUNT MARKET ACCOUNTS 
({o00’s omitted) 


Deposits, Invest- 
Profits etc. ments Bills* 
1939 1940 1939 1940 1939 1940 1939 1940 
Alexanders .. 177 167 31.1 37.6 58 13.6 268 25.5 
National .- 196¢ 188t 43.9 500 5.7 18.6 39.1 32.0 
Union... 275 230 668 640 65 19.4 61.2 46.5 


* Excluding rediscounts. 
+t Rebate carried forward not shown separately. 


£33,628,000 in the combined investments total, coupled 
with a drop of £22,968,o00 in net bill portfolios. To a 
large extent this movement must reflect the repayment 
of the maturing Conversion 44 per cents. (which had, of 
course, been classified under the heading of bills), and their 
replacement under pressure by the five-year Conversion 
2 per cents. But the comparatively slight reduction in 
profits suggests that the discount houses also increased 
their total bond portfolios as an offset to the extremely 
low running yield on the new stock and the reduced 
earnings on bill operations. It may be noted that as a 
result of last year’s movement, investments as a propor- 
tion of net assets shot up from 11.9 to as much as 32.1 
per cent. This is slightly above the ratio of 31.2 per cent. 
in 1934, after the discount market had been impelled into 
bond dealings by the decline in bill margins and the rise 
in gilt-edged values associated with the introduction of 
cheap money. 


—— 
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War Losses and Compensation— 
Chance or Plan ? 


By Donald Tyerman 


T is of the essence of war that there should be loss 
and deprivation to the citizens of the warring countries. 
There are the direct losses of life, limb, property 

and livelihood due to destruction in actual combat. 
There are the blows to trade, business and the professions 
caused by re-shaping the nation’s activities to fit the 
requirements of war economy and defence strategy. 
Casualties cannot be prevented, and no nation can 
allocate to waging war the largest possible proportion 
of its available resources of labour, plant, materials and 
transport facilities without taking away a corresponding 
sum of resources from the satisfaction of civilian wants 
and needs. The mobilization of labour for war work is 
the corollary of the conscription of men for fighting. 
Clearly, it is important that the sacrifices and hardships 
should be distributed fairly and efficiently, laying the 
burden where it can be borne with least distress. Yet 
this necessity does not seem to be at all widely appre- 
ciated. As a single problem, calling for unified and 
coherent action on recognizable principles, the task 
simply has not been tackled at all. 

To be sure, some of the scaffolding for an equitable 
system has been placed in position. Direct taxation, 
rationing and price control are all in their way attempts 
to secure a fair distribution of the available supplies of 
consumable goods ; and the principle of compensation 
for indiscriminate losses directly due to the war is widely 
recognized. The permitted prices of controlled goods 
includes an extra charge for higher war costs; the 
agreement between the railways and the Government 
for wartime working even allows such extra charges 
to be made without reference to the increased volume of 
railway business which is also due to the war. Members 
of the fighting services have a claim to pensions for dis- 
ablement ; their dependants are entitled to recompense 
in the event of their breadwinners being killed, and 
also to maintenance while the latter are serving ; every 
civilian has a title to compensation for injury in air 
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raids; and the War Damage Bill offers a series of 
pseudo-insurance schemes, with the financial guarantee 
of the Government, to meet the cost of damage to 
property caused by enemy action. In addition, a wide 
range of ad hoc expedients to alleviate wartime hardship 
has been introduced. There are formal provisions in 
law for the abatement of contractual obligations for 
rent, mortgage payments and hire purchases in cases of 
hardship among the families of recruits to the services ; 
tenants of bombed property, it appears, cannot be 
compelled to pay rent for uninhabitable premises ; 
people compulsorily evacuated from defence areas can 
call for similar relief ; and persons bombed out of their 
homes have a claim to alternative billets and, in the 
event of total loss, to the replacement of their minimum 
needs of clothing and furniture. Social service payments, 
unemployment benefit and allowances, pensions and 
workmen’s compensation, have been scaled up to mitigate 
the effects of the increased cost of living; working 
people with incomes between £5 and £8 a week have 
been admitted to the protection of unemployment 
insurance ; cheap milk has been made available to 
mothers and children, and free milk to the poorer among 
them; the prices of certain basic foodstuffs are sub- 
sidized from the public purse. 

This is an impressive list, and it is supplemented by 
private arrangements. Many firms and _ institutions 
make up the Service pay of their former employees or 
contribute to the upkeep of their dependants; an 
attempt is usually made to guarantee the restoration of 
their jobs to enlisted men; and certain professional 
groups, such as doctors and solicitors, frequently continue 
the work of their called-up colleagues while passing on 
part of the remuneration to them. But neither publicly 
nor privately has any comprehensive plan been worked 
out to cushion the effects of the war, indirect as well as 
direct, upon individuals, or to equalise the care given 
to different classes of sufferers. In official policy, the 
procedure is rather to accept only the most obvious 
obligations—to provide for the direct victims of the 
state of war, the dependants of mobilised men and the 
casualties of air raids—and after that to give assistance, 
quite empirically, in cases of hardship. It is the direct 
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physical toll of war that has been made the main concern 
of the authorities, regardless of the fact that many of 
the worst deprivations of wartime arise, not from enemy 
action or from deliberate Government policy, but from 
the social and industrial changes that the establishment 
of a war economy inevitably causes. If a shopkeeper 
is called-up, his dependants are guaranteed maintenance 
of a sort. If he is bombed-out or injured in an air-raid 
there is provision for State help. But if his customers 
evacuate and move away from the district, there is no 
redress, except in the few areas where evacuation is an 
obligatory part of defence precautions. Similarly, if 
rationing or the limitation of supplies reduce the volume 
of his business below the level of a livelihood, he simply 
falls by the wayside. In coastal resorts and in the 
residential areas of London, there are hotel and lodging- 
house keepers who have lost their clientéle at a stroke 
through evacuation; and there are professional men 
whose practices have vanished, through no fault of 
their own, practically overnight. Nor are schemes of 
professional help more discriminate that public policy : 
doctors in the Services are assisted by their colleagues ; 
doctors deserted by evacuee patients are left high and 
dry. Among the civil population generally the economic 
impact of the war is almost wholly haphazard. In 
one working-class household the sole breadwinner 
will have been called up and the wife left to support 
a family on 7s. 6d. for the first child and 5s. 6d. for the 
second. In the house next door the wage-earner will 
be in a reserved occupation, earning more than in peace- 
time, while his wife accommodates three evacuee children 
at ros. 6d. per head, the children’s parents providing 
their clothes and other necessities. 

On what grounds can we differentiate between 
losses which command compensation and others—equally 
the direct result of the war—for which there is to be 
no redress? There is no case, of course, for making 
the sections of trade, business and industry that have 
no wartime function mere pensioners of the State, or 
for keeping them needlessly at work in their peace-time 
occupations. War economy demands that many shops, 
industrial undertakings, commercial houses, garages and 
inessential civil industries in general shall go out of 
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business for the duration. The only fair and efficient way 
to deal with the casualties caused by the transition is to 
evolve some general principles of compensation. To 
attempt to prevent or limit casualties is not only contrary 
to the national interest which demands the transfor- 
mation; it is also a labour of Sisyphus. The inescapable 
fact of wartime is that, by one means or another non- 
essential activities must wither. Hence the bones of 
the solution obviously lie, not in checking the concen- 
tration of resources in war activities, but in speeding it 
up and organizing the change-over. The garage hand 
‘whose trade on the by-pass road has gone does not 
want a restoration of pleasure motoring and plentiful 
supplies of petrol; he wants a job on munitions. The 
hotel or lodging-house keeper who has lost his guests 
wants a job helping to house soldiers, civil servants or 
munition workers wherever the war may have congre- 
gated them. And so on. The fair way to compensate 
sufferers from the social and economic impact of war 
economy, in other words, is to give them war work. 
It is also the most efficient way of expanding the war 
effort itself. 

Admittedly, not all the cases which arise could be 
covered simply by the provision of war work—though 
much more could be done than is perhaps imagined by 
the mobilization and transfer of lodging-house keepers, 
hairdressers, shop-keepers, doctors and _ candlestick- 
makers, to ply their own or allied occupations elsewhere. 
For the rest, compensation must be bluntly in terms 
of money. All firms or individuals who lose their 
livelihood simply because of the bad fortune of war 
have, in strict equity, a claim to work or maintenance; 
and to cover the goodwill or trade connections they 
may have lost through being forced out of business, 
they might reasonably advance some claim to a grant 
or gratuity to set them on their feet again when the 
war is over. This is not to counsel a crazy inflation 
of expenditure. The grants and gratuities will fall 
due when war spending is at an end, when civilian 
demand has to be restored and defence workers trans- 
ferred back to civil production as rapidly as may be. 

Moreover, in the broad industrial field, this problem 
is a matter for industry as much as for the State. It 
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is in the interests of the war effort that what civilian 
activity is allowed should be conducted by the most 
efficient concerns. It is obvious common sense that if 
certain firms, by their size or their efficiency, are permitted 
to engross the activities of their trade, while other traders 
close down, the whole trade should be regarded as a 
group, pooling its profits and resources alike and so 
furnishing a fund for the firms closed down to maintain 
essential plant or to meet their inescapable obligations. 
Hence, if industries and trades are scaled down in the 
most efficient way—that is, by the concentration of 
production within groups of undertakings—the question 
of compensation for the casualties answers itself in the 
pooling of proceeds. Coal pits which have lost their 
European markets and have had to close are already 
given a levy for maintenance by the pits still in business 
—though in this case the consumer of coal is probably 
unduly mulcted to meet the charge. It should not 
pass the wit of the organized professions to pool their 
rewards in some similar way for the benefit of their less 
fortunate members. 

The role of money is not to pay for the war, but to 
determine, by the way in which it is raised and spent, 
how the real burden of the war is distributed. It is 
better for money to be spent, for instance, on family 
allowances for workers threatened with impoverishment 
by the war, than it is for it to go into already swollen 
pay packets to accentuate the unfair distribution of 
goods which is the essence of inflation. The aim in 
war is simple : to put every man and woman on necessary 
work and no other work ; to guarantee to every citizen 
a minimum standard of living with a basic ration of 
necessaries actually available ; and to limit the expen- 
diture of every other citizen to a_sharply-defined 
maximum. If these aims were in sight, the two elements 
of wartime relief—work or maintenance, for individuals 
and institutions alike—would readily fit in. As it is, 
their absence is a positive hindrance to the war effort. 
Because there is so often no relief, there is reluctance to 
bring about loss, with the result that the change-over 
from peace to war is crippled ; and those who do suffer 
loss languish in despair and resentment while their 
more fortunate fellows flourish disproportionately. 
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Nazi “ New Order” Finds a British 
Apologist 
By Paul Einzig 


T is beyond doubt that the outcome of this war depends 
largely upon the attitude of the conquered peoples 
towards their conquerors. If the Nazi propaganda 

about the “‘ New Order in Europe ’”’ were to succeed in 
making them believe that in the long run they would 
receive fair and reasonable treatment from Germany, 
then the bulk of them would be inclined to collaborate 
with their conquerors, or at any rate to abstain from any 
form of resistance. In that case the entire vast producing 
capacity of the conquered countries would be placed in 
the service of Germany, and the chances of the liberation 
of the Continent would become very remote. 

The Germans are fully aware of the vital importance 
of winning the full support of the conquered peoples. 
This end could be approached in two ways: by treating 
the conquered countries generously now, or by promising 
to treat them generously in the future. The first method 
would entail sacrifices for the Nazis ; it would mean that 
they would have to abstain from plundering the victims 
of their aggressions. Rather than imposing on themselves 
such a degree of self-restraint, the Nazis have chosen the 
second method. It costs absolutely nothing to promise 
generous treatment in the future while continuing to 
exploit the conquered nations in the present. 

The question is, can the conquered peoples be made 
to believe in the promised “ golden age ’’ under the much- 
advertised ‘“‘ New Order in Europe’’? The promises of 
Hitler, Goebbels and Funk are at a heavy discount, 
especially as in their candid moments, when speaking for 
home consumption, the Nazi leaders admit that they 
mean to exploit the conquered races for the benefit of 
the ruling race. The task of Nazi propagandists is by 
no means easy, for their extravagant promises about 
Germany’s future intentions are in sharp contrast with 
her past and present actions. Their only hope is to 
persuade their victims that the exploitation of the con- 
quered countries is purely temporary. 
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In the execution of this most difficult task they have 
received useful, if unintentional, support from unexpected 
quarters. In an article appearing in the December, 1940, 
issue of the Economic Journal, and subsequently in the 
correspondence columns of Time and Tide, Mr. C. W. 
Guillebaud has devoted efforts worthy of a better cause 
to defending the thesis that in the long run it is not the 
intention of the Germans to exploit the conquered peoples. 
Throughout the article the declared Nazi economic policy 
under the “‘ New Order ”’ is discussed on the assumption 
that it represents the true intention of the Nazis. In 
one or two instances Mr. Guillebaud admits the possibility 
of doubting whether the Nazis would be able to carry 
out everything they promised, but it does not even occur 
to him to ask whether in fact they have any intention of 
attempting to do so. This is not the first time that 
Mr. Guillebaud has shown an excessively credulous 
attitude towards Nazism. In his book ‘“ The Economic 
Recovery of Germany, 1933-1938,” he declared that it 
was an administrative impossibility for the Nazis to 
manipulate their statistics. In that book he dealt mainly 
with past achievements, and the validity of his findings 
depended upon the unconditional acceptance of the Nazi 
statistics. In his article in the Economic Journal, he 
deals with Germany’s future intentions, and the validity 
of his conclusions largely depends upon the unconditional 
acceptance of the word of the Nazi leaders. 

In addition to giving this implied testimonial to Nazi 
good faith, Mr. Guillebaud goes out of his way to make it 
plain that he believes the conquered peoples would be 
generously treated by the Germans in the long run. On 
page 455 in the Economic Journal he states: ‘I do not 
think it plausible to assume that, in such long-range 
planning as we are here contemplating, Germany would 
seek to impose such a distribution of economic activity 
(between herself and the conquered countries) as would 
keep the other countries permanently impoverished. In 
other words, it would not be that type of colonial exploita- 
tion that is so frequently cited by anti-imperialists. For 
it would be to Germany’s long-run interests to choose 
those products and industries for which the other 
countries were best adapted, so long as they were comple- 
mentary to her own economy and not in competition 
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with it, she would stand to gain by a rise in their standard 
of living which would make them better markets for her 
industrial products. It would also be in Germany’s 
interest to keep them politically contented, and the more 
prosperous they were the easier that would be.” The 
above remarks may sound as if they had been quoted 
from a speech by Funk. Yet they represent Mr. Guille- 
baud’s own well-considered opinion. There is, of course, 
a perfect answer to his argument. Germany does not 
export for the sake of exporting, but in order to be able 
to import. And if she is able to import without having to 
export goods to a corresponding value, then she will 
certainly not go out of her way to increase the demand 
for German goods in the conquered countries by increasing 
the standard of living of their population. By imposing 
reparations upon the defeated nations Germany would 
be able to import from them far in excess of her exports 
to them. And by keeping down their standard of living, 
Germany would enable them to export to her far in 
excess of their imports from her. As for Mr. Guillebaud’s 
political argument, it is necessary to bear in mind that 
after a victory over Britain there would be much less 
reason for Germany to conciliate the conquered peoples 
than there is at the present moment, when their assistance 
or passive acquiescence with the German rule would help 
Germany considerably in the execution of her plans of 
invading Britain. 

Throughout the article Mr. Guillebaud makes no 
reference whatever to the facts of the ruthless exploita- 
tion of Germany’s “ Plunderland” which is actually 
going on. In a letter to the editor of Time and Tide, he 
makes it plain why he chose to ignore those facts. He 
declared that the “ patent and obvious exploitation of 
subject countries during the war is not relevant to a 
long-range policy after the war.’’ Clearly, Mr. Guille- 
baud’s views would come as a welcome reassurance to 
the peoples in conquered countries that their sufferings 
under German rule are purely temporary. To express 
such sentiments at the present time, therefore, when 
Nazi propaganda can be counted on to make the most of 
any “admission ’’ by an economist in this country, is 
obviously to risk doing a great disservice to the democratic 
cause. Even if it were founded on 100 per cent. truth, 
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the adumbration of such a view would be extremely ill- 
timed andill-advised. To forestall criticism by intellectual 
snobs who believe that a genuine purist of science must 
not be influenced by mere practical considerations such 
as patriotism, however, we hasten to point out that 
Mr. Guillebaud’s line is doubly regrettable because it is 
based upon entirely false assumptions. 

So far from being irrelevant from the point of view of 
Germany’s long-range plans, the facts of German exploita- 
tion of the subject countries clearly indicate the spirit 
in which these countries will be handled, and the methods 
with which they will be exploited. In fact, even the 
methods employed during the German trade drive in 
South-Eastern Europe provided some indications of the 
nature of things to come. In almost every respect, the 
difference between these methods and the methods of 
the plunder of conquered countries was merely one of 
degree. Since Germany’s hold over Rumania, for 
instance, is now stronger than it was during 1938-40, it 
stands to reason that the methods employed before the 
conquest are now applied in a much higher degree. And 
if Germany should be able to consolidate her rule she 
would be able to carry these methods even further. 

As an example, let us take the case of the Nazi 
agricultural policy under the ‘‘ New Order.”’ Mr. Guille- 
baud attaches considerable importance to this policy, and 
discusses it at some length in his article. In order to 
bring the merits of Funk’s scheme into stronger relief, 
he gave an excessively gloomy account of the state of 
agriculture in South-Eastern Europe during the bad old 
days that preceded Nazi domination. Having thus 
prepared the ground, he proceeds to describe Funk’s 
proposals: “‘What Dr. Funk offers in this sphere isa 
stable system of agricultural prices based on peasant costs 
of production, insulated from the wide fluctuations of the 
world market, and divorced from the general level of 
prices at which food can be raised overseas with the aid 
of large-scale mechanized technique. It would be easy 
to underestimate the strength of this appeal in some 
parts of Europe. . . . Whether the proposed economic 
policy for agriculture could succeed permanently is a 
a matter of argument, but I do not think it could be 
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ruled out as prima facie impossible, and if successful it 
would have much to commend it ” (pp. 457-8). 

Unquestionably, Funk’s scheme sounds attractive on 
paper, but the experience of South-Eastern European 
agriculture with Nazi methods is decidedly less en- 
couraging. For years past, Funk has been promising to 
South-Eastern European peasants stable and high prices. 
but where high prices have in fact been paid, it has been 
in terms of national currency and not of German goods 
given in exchange. In some cases, perhaps, the terms of 
trade under the clearing agreements may have been 
attractive to begin with. But when, upon Germany’s 
insistent demand, the currencies of the countries con- 
cerned were devalued and the price levels rose in 
consequence, then the peasants found the German terms 
fixed before the rise distinctly less attractive. And as 
soon as Germany secured military control over Rumania 
the leu was devalued still further, in order to make it 
yet cheaper for Germany to buy Rumanian products. 
It stands to reason that this system which has been 
found so profitable would be retained under the “ New 
Order.” 

Is there any reason to suppose that Germany will be 
less greedy and less selfish in a few years’ time than she 
is now? The Nazis are notoriously incapable of seeing 
the point of view of any nation other than the German. 
They have stated on innumerable occasions for home 
consumption that the standard of living of the subject 
races will have to be reduced in order that the standard 
of living of the ruling race may be raised. While it 
would be short-sighted to depress the standard of living 
of the subject races so far as to cause their extermination 
—slaves are a valuable property—there is no reason 
to suppose that Nazi exploitation would leave them with 
any significant margin above subsistence level. It is 
generally accepted that slavery has always proved 
uneconomical in the long run. Possibly this doctrine 
will have to be reconsidered in the light of the fact 
that never before in history has slave-keeping been 
attempted by a regime so ruthlessly efficient and so 
brutally unscrupulous as Nazi Germany. 
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Irish Banking During the First Year 
of War 


By Professor G. A. Duncan 


N discussing Irish banking problems a year ago, the 
present writer pointed to the ‘‘ Economic War” 
with Great Britain as the dominating influence on 

banking experience in Southern Ireland during 1939. 
That influence persisted up to the outbreak of the 
European War. Recovery from the secondary depression 
induced here by the “‘ Economic War ”’ had at that time 
scarcely affected the available figures indicative of the 
quantum of banking business. Indeed, in some respects 
the lowest point was actually reached only as late as 
1938 or 1939. On the other hand there had probably 
been already a distinct qualitative improvement in the 
conditions—that is, the credit-worthiness, both objective 
and subjective, of the banks’ potential customers— 
underlying any expansion of their agricultural business, 
which is still their largest single sphere. Full recovery, 
however, seemed likely to take several years, if indeed 
it were not indefinitely inhibited by political action. 
The deterioration in the banks’ technical position was, 
of course, too slight in proportion to their total resources 
to affect in any way their credit or stability, and in later 
years it had taken the form rather of a shifting of their 
assets and liabilities than of a diminution of the aggregate 
balance-sheet totals. The most striking feature was the 
continued decline in the excess of “‘ foreign ’’ assets over 
“foreign ”’ liabilities, which fell from {80.3 million in 
the September quarter of 1936 to {69.3 million (or 
£72.3 million if we include the Currency Commission’s 
gold holdings) in the corresponding quarter of 1939. 
This decline of {11.0 million was balanced by increases 
in domestic lending (including “ non-government bills ”’ 
as well as “‘ loans and advances ’’) of {2.9 million, and 
in domestic investment (including “‘ government bills ’’) 
of £4.0 million, while cash held in this country (including 
the Currency Commission’s gold) increased by £4.1 
million. 


The pressure on Eire’s sterling resources, however, 
: 








124 THE BANKER 


was slowly weakening, as the average monthly excess of 
visible imports over visible exports gradually fell from 
£1.77 million in 1937 to £1.38 million in 1939. This 
was being accomplished, without significant changes in 
the guantum of imports or the quantum of exports or 
the level of import prices, by a striking improvement 
in export prices—from an average of 74 (per cent. of 
the 1930 level) in the first eight months of 1937 to 86 
in 1938 and g2 in 1939. This improvement was directly 
traceable to the Agreement of April, 1938, which 
formally ended the ‘‘ Economic War,” and might have 
been expected in time to induce also an increase in 
domestic production and exports. 

The impact of war affected this position of modified 
hope in varied ways. It swept away most of the 
precarious Sweepstakes business. It has accentuated 
the problem of banking costs. Heavy expenses have 
been incurred on A.R.P. and on the evacuation of 
offices from danger zones in the United Kingdom. 
Personnel expenses have also inevitably gone up. The 
Arbitration Award of 1920 provided that bank officials’ 
salaries should be paid free of income tax and _ that 
part of them should fluctuate in accordance with the 
cost-of-living index (which does not here, any more 
than in the United Kingdom, measure the true cost of 
living). The approach of war created a situation in 
which this arrangement promised to add considerably 
to the expenses of the banks, due to successive increases 
in the rate of income tax to 6s. 6d. in the £ and the 
progressive rise in the cost-of-living index (from an 
average of 151 per cent. of July, IgI4 in 1933 to 173 
in 1938, 178 in 1939 and as much as 205 in 1940. Since 
November, 1939, therefore, proposals have been made 
by the bank directorates with a view to stabilizing these 
variable elements in their officials’ salaries. Out of this 
has grown a dispute with the Irish Bank Officials’ 
association with reference to the procedure proper 
under the Agreement of Ig1g to be adopted in order 
to vary the terms of the Award of 1920. Pendente lite, 
further comment would not be desirable. In view of 
the rise in costs, however, it is clearly by no means 
surprising that the profit figures for 1940 so far available 
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show some decline ; it is perhaps more surprising that 
the decline is no more than some 3 per cent. 

On the other hand, the War has strengthened our 
export position. The scepticism expressed last year 
about any phenomenal increase occurring in agricultural 
income has been justified by the event, but some definite 
improvement is perceptible. This has been reflected in 
the movement of the adverse balance of visible trade. 
For the first ten months of 1940 this averaged {£1.38 
million monthly, being kept up to the 1939 level by a 
considerable accumulation of stocks during the earlier 
part of the year while this was still possible. From 
July onwards, on the other hand, the deficit dropped 
sharply, the balance becoming active in October, 1940, 
for the first time since the partition of the United 
Kingdom. It is, however, important to realize the 
nature of these changes. There has been no increase in 
the volume ot exports, rather a slight fall—a monthly 
average index based on 1930 prices actually showing a 
small decline from £2.29 million for the first ten months 
of 1939 to £2.27 million for the same period in 1940. 
Export prices were on the average 32 per cent. higher 
(compared with a rise of only 23 per cent. in agricultural 
prices as a whole), and have taken a new spurt since 
September, 1940. Per contra, the volume of imports 
fell by 20 per cent. while their price level rose by 
5I per cent. Prognosis for the year now current is on 
the same lines, only more so. The balance of visible 
trade will continue to strengthen, more through the 
unavailability of imports (which is only now, and 
catastrophically, beginning to be seriously felt by the 
ordinary consumer) than by increase in the volume and 
value of exports. The latter, as is known, are held 
down by the United Kingdom food control (by measures 
that in several cases seem as injurious to British interests 
as to ours) and by the distortion which is being brought 
about in our own pattern of agricultural production. If 
one may speculate so far ahead as 1942, it is not 
improbable that by then this process will have been 
checked by the undermining of our export capacity. 

It is not yet clear how the demand for bank credit 
will on balance be affected by the great diversion to 
tillage-farming contemplated for the current year, coupled 
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with the probable contraction in animal husbandry to 
be expected during or before next winter from the 
shortage of feeding-stuffs. On the whole, although 
more favourable price-agreements have recently been 
negotiated and restrictions on the export of fat cattle 
eased, any further significant expansion of banking 
business is improbable. 

These changes have been reflected in the banking 
figures for Southern Ireland by increases, between the 
September quarter of 1939 and the same quarter in 
1940, of {12.2 million in current, deposit and other 
accounts and, on the assets side, of {2.4 million in bills 
(other than Government), loans and advances, and £4.4 
million in external investments (including Government 
bills). The excess of “ foreign’’ assets reversed its 
downward trend and increased by {6.4 million (or 
£7.4 million, if we include the Currency Commission’s 
gold holdings). Business outside Southern Ireland, apart 
from the holding of investments, did not experience a 
similar expansion, deposits rising by only £2.0 million, 
while lending business actually fell by £2.0 million. 
Doubtless this was largely due to the continuance of 
depressed conditions in Northern Ireland. 

The most striking single phenomenon has been the 
strong development of “ liquidity-preference’’ among 
both the public and the banks. The rapid and con- 
tinuous increase in the note-circulation was commented 
upon last year: war has given it an additional boost. 
The Currency Commission’s figures of total monetary 
circulation in Southern Ireland (including legal tender 
notes, consolidated bank notes, the proportion of former 
bank notes attributed to Southern Ireland and domestic 
token coin) increased fairly regularly from £13.6 million 
in September, 1932, to {16.9 million in September, 1938, 
and then jumped to {18.3 million in September, 1939, 
and {21.0 million in September, 1940 (averages of 
Saturday figures). This is not, of course, the same 
thing as the active circulation, excluding as it does the 
circulation of United Kingdom notes and coin (an 
unknown and probably dirainishing quantity), while 
including notes held as till-money by the banks and 
also a considerable amount of “ dead” bank notes. 
The expansion of the note circulation in Northern 
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Ireland has been even more remarkable—from {3.2 
million in the September quarter of 1934 to £4.0 million 
in 1939 and £6.3 million in 1940. This is probably 
associated with the large numbers of troops sent to 
Northern Ireland for training. 

The table below analyses in detail the principal 
movements in the banking figures over the past three 
years, with 1934 as a basis of reference. It will be 
seen that the banks have been increasing their own 
liquidity in no less degree than the public. Their 
totals of cash (including gold and sterling balances held 
by the Currency Commission) and money at call and 
short notice rose irregularly from {22.0 million in the 
September quarter of 1934 (12.2 per cent. of total note 


BANKS IN SOUTHERN IRELAND 
(INCLUDING THE CURRENCY COMMISSION) 


({m.) 
Year 

Business in Southern Ireland : 1934 1938 1939 1940 

Capital, reserves and carry-forward 10.0 10.3 10.3 10.4 

Notes in circulation ‘a 12.3 14.9 16.1 18.7 


Current, deposit and other accounts 120.9 413.3 114.4 120.5 
Cash, money at call and short 


notice .. ie “ - 5.0 6.5 8.8 15.4 
Bills (non-Government), loans and 
advances .. ds bas rs 49.5 51.9 51.7 54-1 
Investments and Government bills 78 *, 11.0 10.6 
Business elsewhere : 
Capital, reserves and carry-forward 7.0 9.2 7.2 7.2 
Notes in circulation 23 29 4.0 6.3 


Current, deposit and other accounts 44.5 43-3 42.4 44.4 
Cash, money at call and short 


notice .. és ~“ a 17.0 18.6 16.6 24.8 
Bills (non-Government), loans and 
advances .. ee we oi 26.7 20.4 26.7 24.7 
Investments and Government bills 88.8 79.1 76.9 81.3 
Excess of sterling assets .. bn 80.8 72.0 69.3 75-7 
Notes. 


1. This table is identical in format with Table II in THE BANKER, 
February, 1940, page 141. It is not yet possible to present a table 
corresponding to Table III in that issue. 

2. ‘‘ Year”’ means an average of figures for a selected date in each 
of the three months in the quarter ending with September 30, so far 
as it relates to the banks; in relation to the Currency Commission 
it means an average of the Saturday figures in the month of September. 

3. Gold held by the Currency Commission is counted as a 
“domestic” asset and taken in round figures. 
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and deposit liabilities) to {25.4 million (14.3 per cent.) 
in 1939, and jumped to {40.3 million (20.5 per cent.) in 
1940. Reckoning the Currency Commission’s gold as 
domestic cash, the increase in domestic liquid assets 
has been much greater than in those held externally. 
Even if, as is more realistic, this gold be reckoned as 
a “ foreign” asset, the “ crisis years’”’ since 1937 have 
seen an increase in domestic liquid resources of 144 per 
cent., against one of only 65 per cent. in “ foreign ”’ 
liquid assets. 


Currency and Exchange Control 
in Eire 
By Prof. G. A. Duncan 


DENTICAL parity between the monetary unit of 
I account in Southern Ireland and the pound sterling is 

legally secured by the Currency Act, 1927, and its 
amendments. Through the depreciations of sterling in 
193I and 1939, therefore, Eire’s currency has moved 
completely in step. Successive Governments deserve 
credit for the maintenance of this unchanged parity, a 
decision based on considerations of maximum advantage, 
in the face of a persistent and vocal barrage from our 
numerous economic nationalists, whose recognized shib- 
boleths include the proposition that “ Ireland’s ruin ”’ has 
been due to the tie with sterling and the demand for a 
“free or national”’ currency, i.e. depreciation in terms 
of sterling. The mechanism provided for maintaining 
this parity has been fully effective. The issue of notes 
other than Legal Tender Notes has been restricted to 
£6 million (of which probably not more than £4°5 million 
are in effective circulation, since the total includes an 
accumulation of ‘‘ dead notes ’’ as well as “ till-money ”’’), 
with not very elastic provisions for expanding the issue 
in emergencies. The elastic part of the circulation 
consists of Legal Tender Notes. A statutory body, the 
Currency Commission, has been created, with the duty 
of selling these notes in Dublin in return for drafts on 
London or British Government securities (at market 
value), and of redeeming them in sterling 7m London ; 
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it is also empowered, but not obliged, to redeem them 
in Dublin. 

These duties have not been affected by war controls. 
The assets which it thus received, the Commission was 
required by the original Act to hold in gold, sterling 
balances (i.e. balances with its London agent, the Bank 
of England), or in British Government securities having 
a maturity of less than twelve months. Subsequent Acts 
widened this authority to include longer dated British 
Government securities and securities of other Govern- 
ments, if approved by the Minister for Finance. This last 
power has never been exercised, and the right to hold gold 
was never used till 1938, since when some {4:0 million 
worth has been purchased. The Commission’s “ surplus 
income ”’ falls into the Exchequer. Hence the curious 
situation that any increase in the note-holding propen- 
sities of the public operates as a tax on the banks for the 
benefit of the Exchequer. Thus the first line protection 
of parity is absolute—troo per cent. cover. Less directly, 
it is firmly founded also on this population’s strong 
creditor position, a position considerably strengthened as 
a result of the war of 1914-18, and manifesting itself in 
the high liquidity and large sterling holdings of the 
banking system. These possessions also are the object of 
persistent attacks by our “ national-economic ”’ amateurs, 
who forget that whatever blame may be due for accumu- 
lating British Government securities instead of investing 
in domestic enterprise attaches not to the banks, who 
were bound to a narrow choice of action by their liability 
to their depositors, but to the circumstances, whatever 
they may be, which have impeded the development of 
domestic investment. 

As the Banking Commission of 1934-38 realized, this 
situation is perhaps not an unmixed blessing. The 
possession of great masses of foreign investments, avail- 
able to be drawn upon, may permit the development of 
disequilibrium conditions in the balance of payments to a 
dangerous extent. It is probable, one thing with another, 
that the balance of payments on current account has been 
passive since 1929, and that some realization of external 
assets, reflected in but not exhausted by the banking 
figures, has occurred. It could hardly be said, though, 
that the extent of the aggregate loss has been such as to 
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and deposit liabilities) to {25.4 million (14.3 per cent.) 
in 1939, and jumped to £40.3 million (20.5 per cent.) in 
1940. Reckoning the Currency Commission’s gold as 
domestic cash, the increase in domestic liquid assets 
has been much greater than in those held externally. 
Even if, as is more realistic, this gold be reckoned as 
a “ foreign” asset, the “crisis years ’”’ since 1937 have 
seen an increase in domestic liquid resources of 144 per 
cent., against one of only 65 per cent. in “ foreign ”’ 
liquid assets. 


Currency and Exchange Control 
in Eire 


By Prof. G. A. Duncan 


DENTICAL parity between the monetary unit of 
account in Southern Ireland and the pound sterling is 
legally secured by the Currency Act, 1927, and its 

amendments. Through the depreciations of sterling in 
1931 and 1939, therefore, Eire’s currency has moved 
completely in step. Successive Governments deserve 
credit for the maintenance of this unchanged parity, a 
decision based on considerations of maximum advantage, 
in the face of a persistent and vocal barrage from our 
numerous economic nationalists, whose recognized shib- 
boleths include the proposition that ‘ Ireland’s ruin ”’ has 
been due to the tie with sterling and the demand for a 
“free or national” currency, i.e. depreciation in terms 
of sterling. The mechanism provided for maintaining 
this parity has been fully effective. The issue of notes 
other than Legal Tender Notes has been restricted to 
£6 million (of which probably not more than £4°5 million 
are in effective circulation, since the total includes an 
accumulation of “‘ dead notes ”’ as well as “ till-money ’’), 
with not very elastic provisions for expanding the issue 
in emergencies. The elastic part of the circulation 
consists of Legal Tender Notes. A statutory body, the 
Currency Commission, has been created, with the duty 
of selling these notes in Dublin in return for drafts on 
London or British Government securities (at market 
value), and of redeeming them in sterling im London ; 
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it is also empowered, but not obliged, to redeem them 
in Dublin. 

These duties have not been affected by war controls. 
The assets which it thus received, the Commission was 
required by the original Act to hold in gold, sterling 
balances (i.e. balances with its London agent, the Bank 
of England), or in British Government securities having 
a maturity of less than twelve months. Subsequent Acts 
widened this authority to include longer dated British 
Government securities and securities of other Govern- 
ments, if approved by the Minister for Finance. This last 
power has never been exercised, and the right to hold gold 
was never used till 1938, since when some {4-0 million 
worth has been purchased. The Commission’s “ surplus 
income ’”’ falls into the Exchequer. Hence the curious 
situation that any increase in the note-holding propen- 
sities of the public operates as a tax on the banks for the 
benefit of the Exchequer. Thus the first line protection 
of parity is absolute—troo per cent. cover. Less directly, 
it is firmly founded also on this population’s strong 
creditor position, a position considerably strengthened as 
a result of the war of 1914-18, and manifesting itself in 
the high liquidity and large sterling holdings of the 
banking system. These possessions also are the object of 
persistent attacks by our “ national-economic ”’ amateurs, 
who forget that whatever blame may be due for accumu- 
lating British Government securities instead of investing 
in domestic enterprise attaches not to the banks, who 
were bound to a narrow choice of action by their liability 
to their depositors, but to the circumstances, whatever 
they may be, which have impeded the development of 
domestic investment. 

As the Banking Commission of 1934-38 realized, this 
situation is perhaps not an unmixed blessing. The 
possession of great masses of foreign investments, avail- 
able to be drawn upon, may permit the development of 
disequilibrium conditions in the balance of payments to a 
dangerous extent. It is probable, one thing with another, 
that the balance of payments on current account has been 
passive since 1929, and that some realization of external 
assets, reflected in but not exhausted by the banking 
figures, has occurred. It could hardly be said, though, 
that the extent of the aggregate loss has been such as to 
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occasion any serious alarm, or that it would have been 
sufficient to provoke any grave depreciation in a currency 
less securely anchored. More alarming in reality has been 
the part played by credit items which were either wasting, 
like the pensions paid by the Government of the United 
Kingdom and (to a less extent) emigrants’ remittances, 
or precarious, like the sweepstakes income. The outbreak 
of war has strengthened rather than weakened our 
position, even though the sweepstakes have gone. 
Exports have increased in value, though nothing like so 
extravagantly as they did in the last war and as some 
people may have fondly hoped they would in this. On 
the other hand, our supplies of imports have been reduced 
and are likely to be further reduced. There is conse- 
quently not the slightest fear at present of the sterling 
parity being endangered. 

The inhabitants of this island were formerly most 
intimately bound to the rest of the United Kingdom by 
family, social, professional, financial, economic and 
cultural ties, and the political partition of Ig21 really 
effected remarkably little change in associations firmly 
founded on mutual benefit. The closeness of this relation- 
ship is mutually recognized in the exchange regulations 
introduced in each State since the war. These impose 
no effective restrictions on financial transactions between 
inhabitants of the two areas, not even on the purchase 
and sale of securities. The actual limitations are: 


(a) Gold may not be exported from one to the other 
without a licence from the Bank of England or the 
Currency Commission: this does not greatly affect the 
transactions of private citizens. 

(b) Currency may not be exported from either State 
above a limit fixed for the convenience of travellers 
(£10 in the U.K., £20 here) without a licence, but there 
is no restriction whatever on a traveller cashing a cheque. 

(c) A licence is required for the export of non-sterling 
securities. 

The governing factor in our financial transactions 
with the world outside the sterling area is the heavy 
adverse balance of payments on current account, which 
may be reckoned on the 1938 figures (the latest available) 
at some {6-0 million, made up by: Merchandise (on basis 
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of consignment), —{10-2; Sweepstakes, +{2:0; Emi- 
grants’ remittances, +{£2:2. The war is likely, if anything, 
to have exacerbated this deficiency. Diminution in the 
excess of merchandise imports has almost certainly been 
offset by increased freight charges payable abroad, and 
the sweepstakes revenue has been lost without any 
probable increase in emigrants’ remittances. The result 
has been a shortage of foreign exchange becoming 
available on our own account, a shortage which the more 
severe physical curtailment of imports to be expected in 
the future is likely to relieve somewhat. In the circum- 
stances the authorities here, in order to meet approved 
payments in non-sterling foreign exchange (principally 
U.S.A. dollars), have to get their supplies of exchange 
from the British control. Relations between the two 
controls have worked very amicably, and the exchange 
has been supplied as necessary without demur. 


Power was taken by the Government under the 
Emergency Powers Act, 1939, to institute control of 
transactions involving foreign exchange, and this power 
has been exercised in a number of Orders and Regulations. 
Naturally, the number of these rules has been only a 
fraction of those found necessary in the United Kingdom ; 
equally naturally, the controls and restrictions imposed 
run generally on lines parallel to those imposed in the 
United Kingdom. The Journal of the Institute of Bankers 
in Ireland, October, 1940, contains a complete analysis 
of the Orders and Regulations issued to that date, 
together with an explanatory commentary by Mr. G. W. 
Wilson. 

Summarized, the effect of the Orders is as follows: 

1. No restriction or need for permission is placed upon 
(a) transactions in sterling, except that the exportation 
of banknotes of banks in Great Britain andthe importation 
of currency notes of, and bank notes of banks in, Great 
Britain and Northern Ireland are completely prohibited, 
subject to a maximum of {20 permitted to travellers 
from this State. 

(b) Transactions of any kind involving the making of 
payments or transfer of local or sterling securities between 
inhabitants of Southern Ireland and those of a free area 
defined to include the United Kingdom, Australia, New 
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Zealand, South Africa, Rhodesia, India, Ceylon, Burma, 
Egypt, Anglo-Egyptian Sudan, Kenya, Tanganyika, 
Uganda, Nigeria, Palestine, Malay and Iraq. 

2. Transactions in gold are forbidden without the 
sanction of the Currency Commission. 

3. Transactions in foreign exchange (apart from the 
provision made for travellers from this State) are pro- 
hibited, except that the Scheduled Banks (i.e. the eight 
banks holding shares in the Currency Commission, the 
National City Bank and the private banking firm of 
Guinness, Mahon and Company) are empowered to: 


(a) Purchase foreign exchange from any person. 


(b) Permit the use of foreign exchange and the making 
of payments outside the free area for the purposes of : 


(i) enabling a contract made before September 3; 
1939, to be complied with ; 
(ii) meeting the reasonable requirements of a trade 
or business carried on in Southern Ireland ; 
(iii) defraying reasonable travelling and other per- 
sonal expenses. 
Numerous transactions, even under these heads, require 
also the specific approval of the Department of Finance, 
namely, purchase of tea, diamonds and tobacco; pay- 
ment of film rents, non-business travelling expenses, 
subscriptions, and for goods invoiced in local currency 
or sterling ; payments to Germany and occupied terri- 
tories, transfers to the U.S.A. or Switzerland of local 
currency or sterling, and the purchase of one foreign 
currency for use in another country; paying outside the 
free area rents, dividends, estate distributions, trust 
payments, maintenance and compassionate grants. In 
all these cases the transaction is permitted only on proof 
of valid grounds. 


4. Securities are dealt with as follows: (a) export of 
non-sterling securities requires the permission of the 
Minister ; in addition, holders of U.S.A. and Canadian 
securities are required to register them with the Minister 
of Finance. 

(6) Export or transfer of any security in such a way 
as to create a right to payment outside, or in favour of a 
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person resident outside, the free area requires the same 
permission. 


BALANCE OF PAYMENTS, 1939 
(£ million ) 


Current Items :— Exports (Credit) Imports (Debit) 
Merchandise .. x e 26°9 \ 43°4 
Foreign Investments. . x 12-7 aa 68 
Emigrants’ remittances ini 2:8 bs, — 

U.K. pensions. . ne - 2°4 ee —— 
Other known current items 
(including sweepstakes) .. ZI és 1:0 
Total fa is -. 47°9 i 51-2 
Capital Items, total known .. 10°3 me 10°0 
Balance unaccounted for a 3°0 a — 


Since 1931 the balance on known current items has fluctuated 
between a debit of {2-7 million in 1938 and one of {7:3 million in 1937. 
Similarly, the capital balance has fluctuated between a credit of 
£4°3 million in 1934 and a debit of {2-5 million in 1937. 


International Banking Review 


UNITED STATES 


HE annual reports of the leading commercial banks 
disclosed a very substantial expansion of bank 
deposits. Such was the degree of expansion in the 
case of some of the banks that their managements 
allowed cash ratios to rise rather than increase still 
further their holdings of Government bonds. Hence the 
banks are in a strong position to finance the coming 
expansion of war material industries. 


In a statement made to the House of Representatives, 
Mr. Morgenthau declared on January 15 that the amount 
of gold, cash, and securities available to the British 
Government in the United States was $1,775 million. 
Of this amount $875 million was cash or other liquid 
dollar assets. British banks, companies and private 
persons have dollar balances to the amount of $305 mil- 
lion. The British Government feels that these balances 
are at the minimum level necessary for the continued 
conduct of business, and are therefore not available for 
the use of the Government. 


——____—_— 
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FRANCE 

A recent decree issued by the Vichy Government has 
reconstructed the board of the Bank of France. According 
to the new arrangement, the board will have eleven 
members, three of whom will be elected by the share- 
holders. Five will be appointed by the Finance Minister 
from among the representatives of commerce, industry 
and agriculture, and there will be three ex officio directors : 
the Governor of the Crédit Foncier de France, the general 
manager of the Crédit National, and the general manager 
of the Caisse de Depots et des Consignations. Provision 
is also made for the formation of a committee consisting 
of twelve shareholders engaged in business in Paris. The 
Paris office controls only those branches situated in 
occupied territory, the provisional head offices of the 
bank for unoccupied France being situated at Clermont 
Ferrand. 

In order to counteract the growing currency inflation, 
the Vichy Government has made it compulsory for every 
trader to open a banking account, and insists that all 
payments in excess of 3,000 francs must be made by 
cheque. Another recent measure provides that about 
half of the amounts due to Government contractors for 
deliveries will be settled by means of bills drawn upon 
the Credit National. The arrangement is somewhat 
similar to the delivery bill used in Germany. 


BELGIUM 


On January 21, an agreement was signed between the 
British and Belgian Governments concerning the Belgian 
Congo. The British Government undertakes to purchase 
substantial amounts of copper and other products of the 
Belgian Congo, and to provide shipping facilities for the 
export of goods to third countries. In return, the Belgian 
Congo will surrender to the Bank of England at the official 
exchange rate its surplus of gold and foreign exchange left 
over after meeting her own requirements and those of 
the Belgian Government. Thus the Congolese franc is 
effectively brought within the sterling area at an exchange 
rate of 176%, while sterling will have the benefit of the 
Belgian Congo gold production of some {4,000,000 
annually. 
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HOLLAND 


Arrangements have been made for the establishment 
of a Dutch purchasing commission in the United States. 
The object is the accumulation of a substantial com- 
modity reserve in order to meet the requirements of 
Holland after her liberation from German occupation. 
The commodities so acquired will be available after the 
war to replace the supplies removed by the German 
occupation authorities. As a general rule, the amount 
to be purchased will correspond to six months’ require- 
ments. Purchases will be made in various raw material 
producing countries. The funds to be used for the purpose 
will be mainly those of the Dutch Government’s exchange 
equalization account, which was created out of the surplus 
value of the Netherlands Bank’s gold reserve when it 
was revalued on the occasion of the devaluation of the 
guilder. The Netherlands Bank’s own gold will remain 
frozen by the United States authorities. 


Books 


MONEY IN Exports. By WALTER BuCHLER. (Useful 
Publications. Price tos. 6d.) 

Since the Roosevelt plan covers only munitions 
proper, this country will still be intensely in need of 
dollars to pay for food and other essentials. Hence, it 
will still be urgently necessary to expand our exports, 
and in the process many traders formerly supplying the 
home market will be forced, if they are to survive at all, 
to sell abroad for the first time in their life. Though 
official organizations, such as the Export Groups, can 
smooth away many of the practical difficulties, much 
must depend on private initiative and a modicum of 
knowledge as to the requirements of the various overseas 
markets. Thus, there does seem a useful place for a 
book such as this, which offers a brief survey of oppor- 
tunities and conditions in about forty overseas countries. 
In addition to formal details (such as the size and 
composition of the local population, the nature of the 
economy, commercial languages, credit terms and 
methods of payment), the writer gives much shrewd 
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and practical advice on marketing and publicity. 
Though necessarily laconic and somewhat sketchy, the 
more general commentary on the characteristics of 
different markets is intelligently done, frequently reveal- 
ing and by no means dull reading. To a limited extent, 
the book even has something of the fascination of Carl 
Crow’s “ Your Hundred Million Customers” (which 
portrays Chinese trading methods) in the variety of 
unexpected and sometimes amusing sidelights it throws 
on the different nations discussed. Thus, at random: 
“Stories of an historical nature dealing with pagodas 
are good media for advertising in Burma”; ‘ While it 
is not difficult to sell goods in Japan it is quite another 
matter to get dealers to settle accounts ”’ ; “ colour is the 
greatest draw for the Filipino . . . red, green and a few 
pastels have the greatest appeal’; “advertising in 
Holland is kept on more or less serious lines ”’ ; “‘ a great 
feature of Siamese buying is their fondness for giving 
presents; a well-to-do Siamese will have as many as 
seventy-two identical articles and present them to as 
many priests during the Buddhist Lent, which starts in 
July and lasts three months”; “‘ Malays have no idea 
at all of commerce, their economic role being restricted 
to primary production. . . . Some care is needed to avoid 
a brand which might offend religious susceptibilities— 
neither a pig nor an ox must be used.”” To sum up, it may 
be said that, while an intending exporter might not find 
sufficient information to permit him to embark on trade 
without further enquiry, the book does present in 
compact form enough relevant information to indicate 
the most promising field for his activities. 


REMOVE THE SHACKLES. By A. G. McGREGor. (Pitman. 
Price 5s. net.) 

It is more than debatable whether the under- 
consumption theory—in its more naive forms at any rate 
cuts very deep even into the problems of depression and 
the trade cycle. For an under-consumptionist to make 
any useful contribution to the pure scarcity economics of 
war organization clearly requires a very marked adapt- 
ability of approach, particularly when under-consump- 
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tion prejudice is allied to a faith in extreme individualism. 
It is to be feared that Mr. McGregor has not proved 
capable of the mental somersault demanded by his new 
subject-matter. 


MEN, MONEY AND MARKETS. By M. D. R. Leys. (Long- 
mans, Green & Co. Price 6s.) 


THIS is a reprint of an elementary introduction to 
economics first published in 1936, with the addition of a 
new chapter on “ The State at War.’’ So far as they go, 
the author’s remarks on the latter subject are sensible 
enough. The basic problem of diverting current re- 
sources from civil to war needs, the need for Govern- 
ment organization and the difficulty of reconciling 
private with national interests are all clearly presented. 
There is a_ brief discussion of inflation and the 
financial problem, the author pointing out, among other 
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things, the limited possibility of drawing upon capital 
and past savings. Nevertheless, it may be questioned 
whether the inclusion of this r0-page chapter justifies the 
reissue of a four-year-old book apparently without any 
other revision at all. When it was first published the 
book was no doubt as good an introduction to economics 
as any other of its kind, and perhaps better than most. 
Since none of the illustrative matter goes beyond 1935, 
however, it now has a certain staleness which may not 
greatly affect the chapters on abstract subjects such as 
value and distribution, but is very noticeable in the 
sections dealing with money and exchange. 


Appointments & Retirements 


Bank of New South Wales 


Sir Bertram Hornsby, C.B.E., has been appointed 
chairman of the London board of the Bank of New South 
Wales in succession to the late Mr. H. L. M. Tritton. Sir 
Bertram has been a member of the board for more than 
three years and is also chairman of other companies, 
including the Commercial Union Assurance, Ocean 
Accident and General Corporation, and British General 
Insurance Co. His appointment to the board of the 
Eastern Bank was announced in the January issue of 
THE BANKER. 


Lloyds Bank 


The death is announced with regret of Major James 
William Garton, a director of Lloyds Bank since Ig14, 
having previously been a director of the Wilts and Dorset 
Bank for some years. 

Mr. W. H. Crassweller, Advance Department con- 
troller, has retired. 

Mr. S. Whittingham has been appointed manager of 
Acocks Green (also Olten and Tyseley) branch in succession 
to Mr. G. Freeman, who has been appointed manager of 
Aston Road branch, Birmingham; Mr. E. Scott, from 
Aston Road branch, Birmingham, has been appointed 
manager of Malvern branch on the death of Mr. H. 
Gascoigne, M.C. 
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WESTMINSTER BANK LIMITED | 
——— 


BALANCE SHEET | 


‘ LIABILITIES | 





























Capital: £ sd. | 
Authorized: 7,500,000 Shares of £4 each . . ‘ ‘ £30,000,000 | 
3,000,000 Shares of £l each. é ° 3,000,000 | 
Issued: 
7,070,990 Shares of £4 each, £1 paid . * P ‘ é , ‘ ‘ 7,070,990 00 | 
2,249,167 Shares of £leach,fullypaid . . . . . .. 2,249,167 0 0 | 
9,320,157 0 0 
Reserve . i ‘ ; ‘ ‘ ‘ 7 ‘ ; ; 9,320,157 0 0 
Current Deposit and other Accounts, including provision for 
Contingencies . ‘ ‘ ‘ ‘ p i - £404.974,291 0 7 
Balances in account with Subsidiary Companies . “ : 5,202,511 17 7 
Sana 410,176,802 18 2 | 
Notes in circulation in the Isle of Man . R P . . . 18,118 0 0 
Acceptances, Endorsements, and other Engagements on account of Customers ‘ 26,795,851 14 1 
Profit and Loss Balance, as annexed . : e ° ° P ‘ ‘ ‘ 997,882 12 7 
R. E. BECKETT , CHARLES LIDBURY, Chief General Manager saerRC a 
aS inanaanna Directors = Giana Joint Chief Accountants £456,628,969 4 10 
Dr. PROFIT AND 








£ 
To Interim Dividend of 9 per cent. (/ess Income Tax) on the £4 Shares paid in August last 365,923 1 
, Interim Dividend of 6} per cent. (Jess Income Tax) on the £1 Shares paid in August last 80,829 





oc e mY 
coo © oF 


, Bank Premises Account ' ‘ ; ‘ ‘ ‘ : ‘ P - 100,000 
, Officers’ Pension Fund ; ‘ ; ‘ P : 5 - 300,000 
, Further Dividend of 9 per cent. (/ess Income Tax) making 18 per | 
cent. for the year on the £4 Shares (£1 paid up) ‘ . £365,923 14 9 
» Further Dividend of 6} per cent. (/ess Income Tax) making 124 | 
per cent. for the year on the £1 Shares . F . ‘ 80,829 8 9 
, Balance carried forward . ° ® ‘ . ° . 551,129 9 1 | 
_ 997,882 12 7 | 


£1,844,635 16 1 














AUDITORS’ REPORT TO MEMBERS OF WESTMINSTER BANK LTD | 


We have examined the above Balance Sheet and compared it with the Books at Lothbury, Lombard Street, 
and Threadneedle Street, and with the Certified Returns received from the Branches. We have verified the 
Cash in hand and Bills Discounted at Lothbury, Lombard Street, and Threadneedle Street, and the Cash at 
the Bank of England. We have also verified the Securities held against Money at Call and Short Notice, and 
the Investments of the Bank. We have obtained all the information and explanations we have required, and 
in our opinion the Balance Sheet isproperly drawn up so as to exhibit a true and correct view of the state 
of the Bank’s affairs, according to the best of our information and the explanations given to us, and as shown 
by the Books of the Bank. 


TURQUAND, YOUNGS, McAULIFFE & CO. ) 

KEMP, CHATTERIS, NICHOLS, SENDELL & CO. | Chartered 

PRICE, WATERHOUSE & CO. [ Accountants 

STEAD, TAYLOR & STEAD ) | 
Auditors London, 16th Fanuary 1941. 
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WESTMINSTER BANK LIMITED 








December 31st, 1940 





ASSETS 
£ s. d. 
oin, Bank Notes, and Balances with the Bank of England . . ; ° 45,479,143 17 5 
Balances with, and C nouns in course of collection on, other Banks in Great Britain 
and Ireland . ‘ ‘ ‘ 5 ; ; 18,499,021 7 2 
Money at call and short notice . 2 ‘i ‘ ‘ P ‘ ‘ ‘ 28,654,014 6 4 
Bills Discounted. ‘ > e ; ° ° P ‘ 7 . 34,647,366 17 0 
Treasury Deposit Receipts ' ° > ‘ F ra ‘ > ‘ 50,000,000 0 0 
Investments at, or below, Market Vedio £ s. d. 


Securities of, or guaranteed by, the British Government 
of which £ 1,412,805 7s. 6d. nominal is lodged for Public 
Accounts and for the Note Issue in the Isle of Man) ‘ 107,217,193 13 10 


Dominion Government and British Corporation Securities 
and other Investments (There ts a contingent liability for 


uncalled Capital in respect of a portion of these Investments) 2,563,859 19 6 
—_—_—_ 109,781,053 13 4 
Advances to Customers and other Accounts ‘ , 134,216,430 19 
Balances in Account with Subsidiary Companies ‘ j 306,696 13 


134,523,127 12 
Liability of Customers for Seepraeae, EN and other Engagements, as 


per contra ‘ ‘ ; ‘ 26,795,851 14 1 
Shares in Subsidiary Companies (at cost, less amounts written off ): 
Westminster Foreign Bank Limited: £ s. d. 
8,000 £20 Shares, fully paid ) 
12,000 £20 Shares, £10 paid j . : . . . 1,080,000 0 0 
Ulster Bank Limited: 


),000 £15 Shares, £5 paid P P ‘“ ‘ ° . 1,912,500 0 0 
_—_ 2,992,500 0 0 
Bank and other Premises (at cost, /ess amounts written off) . x , m . 5,256,889 17 2 


£456,628,969 4 10 











LOSS ACCOUNT Cr. 





£ a &, 
By Balance brought forward from 31st December, 1939 ; ‘ - , . . 534,006 1 9 


, Profit for the year, after providing for Rebate and Taxation, and after appropriations to 
the credit of Contingency Accounts, out of which accounts full provision tor Bad 
and Doubtful Debts has been made . ‘ ‘ i ‘ ‘ P ‘ . 1,310,629 14 4 


£1,844,635 16 1 











STATEMENT PURSUANT TO THE COMPANIES ACT 1929 


Directors’ Remuneration, including Income Tax, and Fees paid to them by Subsidiary Companies, amounted 
to £39,376 4s. Od. Such of the aggregate profits of the Subsidiary Companies for the year as have been 
declared in dividends are included in the Profit and Loss account above. The undivided balances of the profits 
of the Subsidiary Companies have been carried forward in the accounts of those Companies. The Auditors’ 
report on Westminster Foreign Bank Limited contains the following qualification: ‘No information is available 
in respect of the accounts of the Branches, all of which are in enemy or deemed enemy territory.’ Consequently 
~ — Sheet of that Company does not contain a complete summary of its Assets and Liabilities as at 30th 
September, 1940. 


R. E. BECKETT ) CHARLES LIDBURY, Chief General Manager 
M. N. HOGG - Directors W. W. MAKIN . h 
ALDENHAM __} C. GREGORY | J!"t Chief Accountants 


London, 16th Fanuary 1941. 
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Mr. W. G. Probert, hitherto an Advance Depart- 
ment controller, has been appointed manager of Cardifi 
Docks branch. 

Mr. W. P. Davies, from Mile End Road, E., has 
been appointed manager of Camberwell Green branch, 
5.B. 

At Eastern branch, E., Mr. A. T. J. Double, hitherto 
sub-manager, has been appointed manager in succession 
to Mr. R. F. E. Whittaker, O.B.E., T.D., who is with 
H.M. Forces. Mr. |. J. Edwards, from Camberwell 
Green, has been appointed assistant manager. 

Mr. G. W. Tett, from Cardiff Docks, has _ been 
appointed manager of Nottingham branch in succession 
to Mr. L. E. Spurrier, who has retired after 40 years’ 
service on account of ill-health. 


Martins Bank 

The resignation is announced of Sir Richard D. Holt, 
deputy-chairman of Martins Bank, a position which he 
has held for five years. He retains his seat on the board. 
Sir Richard is chairman of Elder Dempster Lines, Ltd. 
and Glen Line, Ltd. 

Mr. A. Harold Bibby succeeds him as deputy-chair- 
man. He is senior partner in Bibby Brothers, chairman 
of the Bibby Line and the Sea Insurance Co., a member 
of the Mersey Docks and Harbour Board and director of 
railway other companies. 

Mr. T. A. Johnson, hitherto assistant superintendent 
of branches, has been appointed a superintendent of 
branches at Head Office. 

Mr. H. Baker, from Elland branch, has been appointed 
manager of Dewsbury branch on the retirement of Mr. W. 
Howarth after 41 years’ service. Mr. A. P. Crabtree, 
from Hebden Bridge branch, has been appointed to 
succeed Mr. Baker as manager of Elland branch. mr. 
Crabtree is succeeded as manager at Hebden Bridge 
branch by Mr. A. Scholes, from Manchester District 
Office. 

At Gateshead branch (338, High Street}, Mr. C. B. 
Armatage, hitherto clerk-in-charge, has been appointed 
manager. 





MARTINS BANK 


FULL SHARE IN WAR EFFORT 


M" 


RECORD DEPOSITS 


PFREDERIC 





ALAN BATES, chair- 


in, presiding at the 110th annual 
general meeting of Martins Bank, 
Ltd., at Liverpool on Tuesday, January 28, 
] 
Tt iin changes in the accounts are in 
leposits, Treasury deposit receipts, in- 
stments, and advances. Advances have 
' been much reduced, offsetting the return 
pon largely increased deposits. Profits 
ve been affected by heavy wartime ex- 
nd increased taxation, but, notwith- 


nenses 
1 we have been able to show a small 
\t £891,029, they are some £15,000 
\ dividend of 74 per cent. paid in 
t is proposed to repeat as a final divi- 
end, again making 15 per cent. for the year. 
{100,000 has been transferred to the staff 
fund, and in view of the difficult 
head we have considered it prudent 
£150,000 to reserve for future contin- 
We have carried forward £347,772, 

g 417,023 more than last year. 
The bank’s liquid position is maintained. 
hand and at the Bank of England 
ted to £14,317,000, that is, 11°55 per 
f our deposits, which at the record 
f £123,313,000 are up by £12,893,000 
consisting of money at 
balances with other banks, Treasury and 
bills, and Treasury deposit receipts 
to £41,267,000, being 33-29 per cent 
f our deposits. Further, the bank’s short 

estments amount to £11,006,000 

» taking a full share in financing the 
war requirements Investments 
ind it £45,628 OOO, an increase ot 
11,456,000. This increase, with our holdings 
{ Treasury bills and deposit receipts, repre- 
nts funds lent to the government during 
il Our total holding of British 
ent securities, including Treasury 
d deposit receipts, is £53,173,000, a 
centage (actually 43 per cent.) of 
sits In addition, a considerable 
uur advances is given directly in con- 
ith the production of war material. 
show a decrease of £7,767,090, 
of which you are aware The 
re eager to lend money, and are in a 
nd position the return to 
nables them their normal 
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Ouick assets cash, 


yunt 
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Advance 
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ms 


to do so when 
to resume 


My closing words will be in appreciation of 
in discharging their duties in very 
I ircumstances [he arrangements 
le at the outset of the war with such care 
casualties among our offices and to 
nterruption of banking service to the 

public have worked admirably 
We have now 607 members in the forces. 
) them a safe return, and promise 


varm welcome when they come back 
luties in the bank at the conclusion 
'a victorious peace. 
eport was adopted. 


OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 







CAPITAL, £10,000,000 
PAID UP, £5,000,000 
RESERVE, £1,250,000 

















London: 
26, THROGMORTON ST., E.C.2 


Manager : Deputy Manager: 
R. S. C. PEARCE F. FisHer 
Sub-Managers : 
A. Sampson, A. Brown, W. G. PERRIN 
Secretary to the Committee: W. Stewart McKim 


MANCHESTER : 56-60, Cross St. 


ISTANBUL : 
(Galata Beyoglou Yeni Cami) 


Branches throughout the Near East: TURKEY 
EGYPT CYPRUS IRAK IRAN PALESTINE 
TRANSJORDANIA 


Affiliated Banks :— 
ROUMANIA : Bank of Roumania, Ltd. 
GREECE: British-French Discount Bank, Ltd. 









Drafts and Telegraphic Transfers Issued. Letters 
of Credit Granted 
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BARCLAYS BANK 
LIMITED 


RECORD DEPOSITS 


EXPORT TRADE: VITAL NEED OF 
COMPETITIVE PRICES 


MR. EDWIN FISHER'’S 


HE 46th ordinary general meeting of 
I Barclays Bank Limited was held on 
Monday, January 27, at the Head 
Office of the Bank, 54, Lombard Street, 
London, k: ( 
Mr. Edwin 
presided, said: 
[he balance sheet of the bank for Decem- 
ber 31, 1940, reflects the incorporation in our 
figures of those of the Union Bank of Man 
hester Limited, which was amalgamated 
vith this bank as from January 1, 1940 
Our reserve fund has been increased to 
11,250,000, by bringing in the reserve fund 
of £500,000 of the Union Bank of Manchester 
Limited, and on the other side of the balance 
heet the amount representing our share 
holding in that bank now no longer appears 
Ihe total of our current, deposit and other 
accounts has risen to the record figure of 
/546,914,676, against /461,376,448 at the 
close of 1939 


ADDRESS 


Fisher (the Chairman), who 


STRONG LIOUID POSITION 


The manner in which our funds are em- 
ployed is shown on the assets side of the 
balance sheet As the shareholders will see, 
our position is very liquid, due to the short- 
term finance we are providing for the Govern 
ment Ihe total amounts to no less than 
44 per cent. of our current, deposit and other 
accounts 

This abnormally high ratio, which reflects 
the conditions prevailing as a result of the 
war, means that a larger proportion of our 
funds than usual is being employed in the less 
remunerative of banking assets 

\mongst our other assets, the total of our 
nvestments, excluding those in subsidiary 
banks, amounted at the end of December last 
to 4121,474,855, and showed an increase of 
{22,634,026 compared with the close of 1939 
rhis rise is entirely accounted for by an 
increase in British Government securities, our 
holding of which amounted to 4113,491,466 at 
the date of our balance sheet. In support of 
the war effort, we have invested largely in the 
new issues of Government loans, and, as the 
shareholders are no doubt aware, we have 
given considerable support to the War 
Weapons Weeks held in many parts of the 
country by subscribing locally for National 
War Bonds 

The extent to which the banks are directly 
assisting in the provision ot war finance 1s not 
always appreciated by the public. Apart from 
the considerable sums we are lending to 
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customers of the bank for financing war con- 
tracts, we have, as I have already me ntioned, 
greatly increased the amounts which, in one 
form or another, we are lending to the Govern- 
ment To give an illustration, while our 
deposits have risen since the beginning of the 
war by £118,000,000, our combined holdings 
of British Government securities, Treasury 
Bills, and the new Treasury Deposit Receipts, 
have increased by £106,000,000. 


NATIONAL SAVING: NEED OI 
GREATER INDIVIDUAL EFFORT 


Nevertheless, it cannot be too widely under- 
stood that the successful financing of the war 
and the avoidance of inflation can only be 
secured if each individual in the country will 
play his part and save all he can for invest- 
ment in Government loans, even to the point 
of sacrifice. No better security is to be ob- 
tained ; and the investor, by practising rigid 
self-denial, is helping to safeguard his future in 
the broadest and truest sense. The work of 
the Savings Committees has attained a 


notable success. The results, however, must 


only spur the community to even greater 
efforts, for, gratifying as they have been, the 
needs of the country call for more and still 


more saving 


TAXATION: NEED OF EQUITABLE 
DISTRIBUTION 


The cost of the war is met by taxation and 
Government borrowing. Taxation should aim 
at that equitable distribution of burdens, 
obtaining the maximum amount without 
creating avoidable hardship Government 
borrowing, so far as possible, should be based 
upon and have relation to the savings of the 
people, which must be maintained at the 
maximum level. To the extent that incomes 
have been increased as the result of war con- 
ditions, so should contributions towards 
Government expenditure, in the shape of 
subscriptions to Government loans, be looked 
for and expected 

We must, however, go further than this: 
for the demands on the productive capacity of 
the country, made by the fighting Services, 
leave no doubt that our standard of living 
to-day will have to suffer further reduction 
until the war is won. To the extent that 
increased profits accrue as a result of war con- 
ditions, it is right that they should make the 
fullest contribution to the financial needs of 
the Government 


ADVANCES 


The total of our advances has declined to 
£197,283,706, against /200,847,108 twelve 
months earlier and, as our figures now include 
the advances of the Union Bank of Manches- 
ter Limited, the diminution is even more 
pronounced. In view of the great industrial 
activity, this fall may be surprising to many, 
although it has to be borne in mind that, while 
some trades and businesses have become more 
active by reason of the war, others have been 
adversely affected. The shareholders may 
feel confident that the bank is doing all it can 
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to ensure that the credit resources it com- 
mands are employed to the best advantage 
f the country. 
AGRICULTURE 
The industry of agriculture has quite pro- 
perly come into greater prominence as a result 
f the war, and the position of farmers has 
been improved through the steps taken by the 
Government to afford them increased security. 
The bank values its farming connexions, 
nd has always endeavoured to see that its 
farmer customers should receive the accom- 
modation which their position justifies. In 
der to minimize the possibility of any 
leserving case being overlooked, the banks, in 
greement with the Minister of Agriculture, 
ave appointed liaison officers in every 
ounty, to work with the County War 
\cricultural Executive Committees 
NET PROFIT 

The net profit for the year ended Decem- 
er 31 last, after payment of all charges and 
ifter making provision for all bad and doubt- 
ful debts and for contingencies, amounted to 
{1,525,665 16s. Od., which is a reduction of 
{259,214 8s. 5d. compared with the figure for 
1939. This fall was not unexpected in view 
f prevailing conditions 

[he directors now recommend the payment 
f final dividends of 5 per cent., making 
10 per cent. for the year, on the “ A ’”’ shares, 
ind 7 per cent., making 14 per cent. for the 
year, on the ‘‘ B’’ and “C” 
ome tax, involving a sum of £598,844 2s. 9d., 
ind leaving a balance of £546,704 5s. 6d. to 
e carried forward. 


shares, less in- 


CONTINUANCE OF PRUDENT POLICY 

In arriving at their decision to recommend 
the maintenance of the dividends at the same 
rates as for the preceding year, the directors 
ave not been unmindful of the difficulties 
inder which business has to be conducted, the 
xtra expense that has to be met, and the un 
ertainties that are inevitable in war-time 
[They have been fortified in their decision, 
however, by the ability of the bank to make 
lequate provision tor contingencies out of 
the profit for the year and by the policy of 
prudence adopted in the past Some _ share- 
olders, at times, may have felt that, when 
profits were rising, some extra return, by way 
of increased dividend, might have been forth- 
oming I have little doubt that the share- 
olders will agree with us that the policy 
hich has been steadily pursued has been in 
heir real interests, and it can be regarded as a 
ontribution by them to the stability of the 
ank, which has, so far, been in a position to 
maintain its dividend payments unchanged 
ior many years through good times and bad, 





EXPORT TRADE 


The export trade of this country at all times 
lemands and deserves attention. Exports 
were always essential to Great Britain, and 
this is particularly so to-day when we are at 
War 


The exports which are most advantageous 
to Great Britain are those that go to countries 
from whom we in turn buy goods that are 
essential for our needs, or, preferably, from 
whom we receive dollar exchange, as being 
the form of foreign exchange which suits us 
best. An export which, in addition, involves 
a minimum of imported raw materials—thus 
economizing in foreign exchange and in 
shipping space—and which makes no undue 
demand upon labour essential for our war 
production would seem to have all the virtues. 


VITAL NEED FOR COMPETITIVE 
PRICES 

It is encouraging to note that the Govern- 
ment, through the machinery of the Export 
Credits Guarantee Department, have gone a 
considerable way to help with many of the 
difficulties which lie in the path of the ex- 
porter in war-time. Through a variety of 
policies and guarantees, the Department 
offers insurance against such things as loss 
caused by insolvency of the buyer, exchange 
difficulties, impediments to the completion of 
export transactions, such as non-shipment of 
goods arising out of the inability of the buyer 
to take delivery, or interruption of payment 
for goods delivered, owing to war happenings, 
and increases in rates of insurance or freight 
affecting export contracts In view of the 
present rising cost of production at home the 
price of our exports may become a matter of 
serious consequence, for in world markets 
as indeed in all markets—it is not only the 
quality but also the price of the goods that 
counts ; and if our prices are not comparable 
with those of our competitors, then our goods 
may not be sold. It is, therefore, of para- 
mount importance that every effort should be 
made by our manufacturers and traders to 
keep their export prices on as competitive a 


basis as possible. 


WAR-TIME EXPERIENCE 

The shareholders will recall that last vear I 
referred to the internal arrangements we had 
seen fit to make in the bank as war-time 
measures, and, in particular, to the system of 
duplication of records which had been insti- 
tuted so as to ensure that our services could 
be carried on in all circumstances It was 
hardly to be expected that we should be able 
to avoid sustaining damage to some of our 
bank premises, when the enemy air attacks on 
this country developed ; but when we con- 
sider the number of our branches in London 
and elsewhere, the amount of serious damage 
is not large. Any dislocation of business 
caused has been speedily remedied and 
immediate steps have been taken to ensure 
the resumption of banking business with as 
little delay as possible and with the least 
inconvenience to our customers. In making 
these arrangements, we have received much 
assistance from the neighbouring branches of 
other banks, and we are grateful to them for 
the spirit of helpfulness and co-operation 
which was so readily forthcoming. 

The Report and Accounts were adopted 
and other ordinary business transacted. 
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DISTRICT BANK 
LIMITED 


LARGE INCREASE IN DEPOSITS 


THE EXPORT TRADE DRIVE 


NOTON BARCLAY’S SURVEY 


SIR Rk 


HI. one hundred and eleventh annual 
meeting of shareholders of District 
Bank Limited was held on Friday, 
January 31, at the Head Office, 
Gardet Manchester 
Noton Barclay, the chairman, 
His speec h was as follows: 
conditions make it difficult 
to attend our annual 


Spring 


var-time 

for many shareholders 

meeting, and since the Government dis 

large gatherings, I have thought it 

sable to circulate advance copies of this 
addre SS 

Before I discuss the accounts and trading 

results for the past twelve months I have, 

with deep regret, to announce the recent 

death of our esteemed colleague Mr. George 

Lockhart Mc Kelvie Our 

him extend many 

the survivor of the three 

haven directors who joined our 

1916, we took over that bank 

hen I should like to refer to the honour 

h has this year been conferred upon our 

Sir Kenneth Lee I know that you 

n with me in expressing pleasure at 

rther recognition of his valuable public 

in which, of still 

actively engaged as a member of the British 

Mission recently sent by the Government to 

\merica In his this 

rtant work we him every success 

ill be sorry to learn that Mr. Leslie 

one of the bank’s auditors, has suffered 

ment and also physical injuries by 

tion Under the circumstances he 

en able to co-operate with Messrs 

and Co. in auditing the 

therefore, the auditors’ 

him l am sure 

ympathy 

speedy 


associations with 
years, since he was 


Bank of White 


board when, 


ove! 


course he is 


South absence on 


wish 


Pearson 
and, 
not signed by 
to ¢ xpress oul 
wish him a 


desire me 


m and also to 


DEPOSITS EXCEED £100.000,000 


lhe ettects of Government war-time policy 
reflected in our balance-sheet and the 
iticeable feature is the sharp increase 

ir in deposits of over 414 millions 

which tor the first time in the bank’s history 
exceed 100 millions. While part of the 
present years increase 1s, to a certain extent, 
fortuitous, | may point out that, prior to 
the war, the deposits of the bank were 
considerable annual increases. The 
figures may be compared with the 


showing 


present 


deposits of £73 millions following the amal- 
gamation with the County Bank in 1935 

In the expansion of our resources this 
year our experience has been similar to that 
of the other clearing banks. Part of the 
increased deposits has resulted from delays 
in the postal services which increase the 
average time taken in the clearing of « heques 
This augments deposits, since larger balances 
result from the fact that cheques issued to 
distant payees are not debited within the 
normal period 

Other reasons for increased deposits are 
abnormal ready balances’ which 
concerns keep as_ reserves available for 
payment of heavier taxation, including 
Excess Profits Tax, National Defence Contri 
bution, and Purchase Tax. Government 
restrictions of supplies orders mean 
large idle resources being turned over to the 
banks by merchants and manufacturers 
lor most of the remainder of the increase 
in deposits we must look to the Government's 
war expenditure, which increasingly finds 
its way into the banking system 


business 


also 


THE GOVERNMENT 


Our assets reflect the employment of the 
additional deposits to which I have referred 
Our large cash holdings, together with other 
short assets, represent a ratio of 42 per cent 
liabilities. The comparable 
figure for last year was 35 per cent., and 
such a notable increase in these first lines 
of defence is to be explained by Treasury 
deposit receipts, which at £12 millions make 
their first appearance and_ represent six 
monthly loans to the Government maturing 
at successive dates 

These loans, together with Treasury Bills, 
constitute the short-term assistance which 
we provide for the Government towards 
financing the war. To this must be added 
longer-term advances in the form of British 
Government our holdings of 
which we added over three millions during 
the period under review Our investments 
are mainly repayable at fixed dates and 
appear in the balance-sheet at much less 
than their market value 

Our lendings have declined from the figure 
of a year ago It should be observed that 
the Ministry of Supply, through the alloca- 
tion of raw materials, is able to regulate 
production rhe effect is that a big expan 
sion of business has been brought to certain 
industries engaged on war contracts, and 
finance has been readily provided by us to 
expedite such important work. On_ the 
other hand, non-essential industries have 
been unable to obtain supplies; const 
quently their trade has _ been 
curtailed, with the result that they require 
less banking accommodation. 


ASSISTANCE TO 


ot our deposit 


securities, to 


seriously 


PROFIT AND ACCOUNT 


lo those who may think that an expansion 
necessarily means proportion 
prosperity for the banks, it 


LOSS 


of resources 
ately increased 





: ll to point out that we have to pay 
nterest on these additional deposits. Over 
r cent. of this new money ts held in cash 
irns nothing, and between 20 and 
ent. in short assets, earning only 
ent. per annum, or, in the of 
[reasury deposits, 14 per cent. per annum. 
Then war has in many ways heavily 
ncreased our expenses, amongst other items 
which | may mention increased emolu- 
its to the staff, the allowances paid to 
members of the staff serving with 
Forces to which I referred last year, 
vy demands upon us in relation to 
r-raid precautions, and enhanced of 
tationery and mechanical equipment, trans- 
of cash, et 
[faking these items in conjunction 
onsiderable increase in taxation, 
expect reduction in net profits 
1, our profit arrived at after full 
yn has been made for bad and doubtful 
including provision for possible 
imounts owing by debtors in enemy- 
ipied countries 
At 4446,018 the net profit is £44,0 
the previous year. 
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TRADE 


It is difficult nowadays to give a survey 
f tra whole many industries 
re engaged primarily on war work. Owing 

the exigencies of the present situation 

iny regarded being of a 

i-essential character having their 
tivities very substantially curtailed, and 

in only sympathise with them in the 
n in which they find themselves 
large demand for variety 
cotton goods for the Services, but 
emand not sufficient to keep the 
of the industry in anything approaching 
ployment 


CONDITIONS 


as a as so 


businesses 


as 
nor are 


re 1S a a of 


IS 


ORGANIZATIONS 
EXPORT TRADE 
[he Government anxious that 
ild be increased to provide the necessary 
to assist In paying for essential 
With this in view, organizations 
been set up to deve lop the export trade 
ulating both the manufacture and the 
cotton goods, with the dual object of 
mills for export business and reducing 
by people in this country 


rO FOSTER 


1S exports 


liture on 


nh goods. 
In order to achieve this the production of 
ds for home consumption has _ been 
tricted and it will be appreciated that this 
iny problems 
are to increased it can only 
on a competitive basis, that is, by selling 
inufactured articles at a price equal to 
er than that of competitors, but unless 
ind for these that it 
replace the forcibly demand 
home consumer, of pro- 
raised. 
with further wage 
ipproximating 30 per cent 


be 


exports 


goods is such 
reduced 
the cost 


on is 


More 


over, increases 


10W more than 


147 


spinning and weaving 
sections of the industry) production costs 
again will be advanced. Some these 
higher costs may be offset by the organiza- 
tion of the Cotton Board, whose primary 
function is to direct exports through syndi- 
cates or through the recently formed 
subsidiary to the Board, British Overseas 
Cottons Limited 

What applies to the cotton trade is also 
applicable to certain other of our export 
industries, and in this connection I might 
mention rayon, which is used either in place 
of or along with cotton to a considerable 
extent. I am pleased to say that this 
industry also is taking steps which it 1s 
hoped will result in holding and capturing 
markets. The Rayon Export Group has 
formed company, Central Rayon Office 
Limited, whose objects are the organizing 
and arranging for the production of rayon 
suitable for the export trade, with 
provision for financial assistance from the 
industry as a whole. We wish them every 
in their efforts 


pre-war rates in the 


ot 


goods 


success 


LOYAL SERVICES OF THE STAFF 


During the past year war conditions have 
imposed increasingly heavy calls upon our 
staff. Our grateful thanks are due to those 
members of the staff in our principal offices 
who have acted voluntary fire-watchers 
and have been, in turn, on duty every night 
since the outbreak of war. They not 
take shelter, but patrol the different floors 
their respective buildings during a 
alarm Incendiary bombs have fallen on 
several of our offices, and it due to the 
energetic and unceasing vigilance our 
watchers that in such premises have 
escaped an outbreak of fire. Also, as more 
and more of our younger men have been 
called to the Colours, many of those who 
remain have had to undertake more 
and greater responsibilities, owing not only 
to reduction of staff but to the addi- 
tional supervision needed with a less experi 
enced staff 

Again, the temporary evacuation of some 
offices arising from enemy action has involved 
additional strain on many of our executive 
officers. Through it all be it remembered 
that the majority of the staff are, in common 
others, giving their erstwhile leisure 
Home Guard, A.R.P., and other 
activities in furtherance of the war effort 

It therefore, with than usual 
earnestness that I avail myself of this oppor 
tunity to place on record our warm apprecia 
tion of the loyal and devoted services 
rendered to the bank in these exceptionally 
difficult times by our chief officials and by 
the whole of the staff 

The report and accounts were adopted 
and the retiring directors were re-elected. 

Messrs. Halliday, Pearson and Co. and 
Mr. Leslie Shaw, the retiring auditors, were 
re-appointed 

After the usual vote 
ceedings terminated. 
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LLOYDS BANK 
LIMITED 


ALL DEPOSITS APPLIED TO THE WAR 
EFFORT 


BANKERS’ HELP TO NATIONAL CAUSE 


LORD WARDINGTON’S REVIEW 


N order toshorten the formal business at the 

Annual General Meeting of the Bank, held 

on the 3lst January, Lord Wardington’s 
address has been sent to the shareholders with 
the Annual Report and Balance Sheet, of 
which the following is an extract 


You will notice some interesting figures in 
the balance sheet now in your hands, which, 
together with the report, I shall ask you to 
take as read at our meeting on January 31 


The first point to which I wish to draw your 
attention is the credit of £500,000 which we 
have placed to our published reserve fund 
rhe latter will now appear at the figure of 
410,000,000. You will remember that in 1931 
we took from our published reserve fund the 
sum of £2,500,000 to keep in our internal funds 
for the protection of any depreciation of our 
investments. It was always the intention to 
replace this amount when we felt that it was 
no longer likely to be required 


Iransfers, amounting in all to 42,000,000, 
have already been made in 1932, 1934, 1936, 
and 1937, and the balance of 4500,000 has now 
been transferred, restoring our published 
reserve to its former figure of 410,000,000 
Ihis last payment ol £500,000 does not come 
from our profits—it would have been very 
pleasant it they had been large enough to 
enable us to take some for this purpose—but 
it represents a transter from our investments 
reserve fund and leaves a substantial amount 
in that account, which we feel justified in 
believing to be more than sufficient for any 
probable deficiency in the future, seeing that 
practically all our first and second line invest- 
ments are dated stocks, more than half of 
them with less than 10 years to run 


CURRENT DEPOSIT AND 
OTHER ACCOUNTS 


Our current, deposit, and other accounts 
again stand at a record figure and show an 
increase over last year of 457,000,000. Other 
banks have shown increases in like degree, and 
this feature in all our balance sheets is a sign 
of the times in which we live. It is the result 
of borrowing by the Government, which 
spends the proceeds in paying for war weapons 
and contracts connected with the war, and 
these payments come back to us from those 
who receive them and are deposited in their 
banking accounts. 


In other words, the whole of our rea} 
increase in deposits (allowance having been 
made for the swollen volume of uncleared 
cheques) has been lent to the Government 


THE BANKS’ WAR EFFORT 


It is possible to go further than this and to 
say that practically the whole of the deposits 
held by the clearing banks is applied directly 
or indirectly toward the war effort of the 
nation rhe final figures for the vear are 
not yet available, but the November 
figures show that of the total deposits of 
42,701,000,000, £285,000,000 were kept in 
cash and balances at the Bank of England 
to meet the currency requirements of the 
public Stocks of currency have been 
increased and redistributed by the banks 
through their network of branches, so as to 
ensure that there shall be no failure in the 
supply of currency to the public in any 
emergency 


£339,000,000 were represented by Bills, 
which in these days are mainly Treasury Bills 
and are therefore direct advances to the 
Government, and a further £236,000,000 have 
been advanced to the Government in the form 
of Treasury Deposit Receipts 


{140,000,000 were lent to the Money Market 
against Treasury Bills and British Gevern- 
ment bonds 


The investments of the banks amounted to 
£766,000,000, and probably £600,000,000 of 
this were in British Government securities 


Of the banks’ advances to customers, 
941,000,000, it may be said today that by far 
the greater part is lent for war purposes and 
other public needs—1i.e. to Government con- 
tractors and sub-contractors for armament 
work, to public authorities, public utility 
companies, and farmers, and for other essen- 
tial purposes, such as the finance of our 
import and export trade, and the manufactu 
of essential civilian commodities 


FINANCE FOR WAR ACTIVITIES 


It is the policy of the banks to ensure that 
no essential war activity of the nation shall be 
hindered by any financial difficulty, and that 
there shall be no interruption in the continued 
flow of armament work through any lack ol 
finance 


It is a tribute to the manner in which the 
banks conduct their business that they have 
been able to supply all the additional accom- 
modation required for war work and at the 
same time to lend large additional sums to the 
Government without in any way impairing 
but rather strengthening their liquidity They 
have of course only been able to do this 
through the additional credit created by the 
Government and by restricting advances for 
non-essential purposes. This has given rise in 
some cases to complaints of undue hardship, 
and it is right to make it clear that anyone 
who has been asked to repay a pre-war 
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,dvance, and to sell securities to do so, has the 
right to appeal to the Courts under the 
Emergency Powers Act, 1939, for relief if 
suffering trom war-time conditions 


HELP TO NATIONAL EFFORT 

I am not giving these facts and figures in 
any spirit of complacency, or with any desire 
to blow a bankers’ trumpet. Bankers are not 
perfect and no doubt are guilty of sins both 
f omission and commission from time to 
time, but that they are sincerely anxious to do 
their utmost to help the nation’s cause, 
particularly in this time of anxiety and stress, 
| think there can be no reasonable doubt 


This feeling permeates their ranks right 
through from the lowest to the highest. It is 
wmiliating therefore to find a noisy few 
ymongst the public, who, from their position 
in literature, politics, or finance, should be 
ible to guide and instruct others, yet, never- 
theless, either from ignorance or prejudice, 
never let an opportunity pass of trying to 
belittle the efforts of banks, to curtail their 
profits, or misrepresent the facts. 


I can think of nothing which would please 
Hitler more than the success of these gentle- 
men who appear to be trying to undermine 
the confidence which in this country is 
generally, and I believe rightly, given to the 
anks. A strong and prosperous banking 
system, at all times highly desirable, is more 
than doubly so in war-time. 


SUBSIDIARIES 


To return to the figures of our balance 
sheet. Our Scottish subsidiary, the National 
Bank of Scotland Limited, shows a position of 
ncreased strength and usefulness, and we 
ongratulate them and ourselves on their 
itest satisfactory balance sheet 


Of Lloyds and National Provincial Foreign 
Bank Limited I cannot give you any detailed 
nformation, so many of their branches being 
n enemy-occupied territory or in places with 
vhich we are not able to communicate, but 
ve have every reason to suppose that their 
‘pital, which is in sterling, is intact 


ADVANCES 


We next come to our advances. These are 
smaller both actually and relatively than they 
ere last year, and perhaps it is permissible 
ior me to point out that it has appeared to us 
particularly desirable at the present time to 
follow the advice of the Cunliffe Committee, 
ind separate items In transit from advances 
Unless this is done the swollen figure is apt 
to be misleading 


PROFIT AND LOSS ACCOUNT 


We now come to our profit and loss 
account [he net profit brought in at the 


igure of 41,383,807 is somewhat lower than 


that of last year, but I think we can con- 
gratulate ourselves that it is not lower still. 
When you consider the unprecedented times 
in which we have been living during the last 
year with its many extraordinary expenses, 
its heavily increased taxation, the serious 
curtailment of our usually most profitable 
assets, and with many of our normal activities 
in abeyance, I feel that the result is better 
than we might have expected. 

I have already referred to the drop in our 
advances and our bills, while our commis- 


sions, especially those connected with under- 
writing and acceptances, have either wholly 
disappeared or been largely reduced. 


HEAVY ABNORMAL EXPENSES 

On the expenditure side we have been 
severely hit from many quarters. Our staff 
has been greatly increased, because, as I think 
you know, we keep all those serving in the 
Forces on our books and have so far con- 
tinued to pay their salaries, less their Service 
pay and allowances, while we have to pay the 
salaries of 4,521 new staff. In addition to 
this, greatly increased expenditure has been 
incurred by the exigencies of the service in 
these abnormal times. Expenses of moving 
men from their houses; grants in aid on 
account of the higher cost of living; the 
decentralization of much of our business ; 
the duplication of records; heavy A.R.P. 
expenses ; all these and many other factors 
have brought up our expenditure total to a 
wholly unprecedented figure. 


SPECIAL TRIBUTE TO STAFF'S 
SERVICES 


I cannot conclude without saying a very 
special word about the staff. They have been 
living and working in similar conditions of 
danger and discomfort common to many 
other people, and with a readiness to put up 
with these hardships unsurpassed by any 
other body of men and women. Many of our 
buildings;have been damaged in some degree 

mostly by broken windows—and a few have 
been destroyed for the time being. This often 
entails working in draughty, cold, and dark 
extemporized quarters, acc ompanied in many 
cases with similar troubles in their own 
homes, but without resulting in the slightest 
diminution in their determination to see that 
essential shall be carried on, and 
without a word of complaint except against 
the author of these discomforts. 


services 


It is indeed an inspiring sight to see the 
countless numbers of young and old, of both 
sexes, throughout the country, coming to, or 
going from, or at their work, cheerful, uncom- 
plaining, and determined. If it has always 
been right to send them a message of en- 
couragement and admiration, it is more than 
ever our grateful duty now, and I would like 
our meeting of shareholders to pass a very 
special vote of thanks for their services during 
one of the most trying years of our existence. 
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MIDLAND BANK 
LIMITED 


STATEMENT BY 
THE RIGHT 


THE 
HON 


CHAIRMAN, 
KR. McKENNA 


N view of the circumstances in which the 
I annual meeting of shareholders was held, 
1941, 
not follow the custom of delivering a speech. 


on January 30 the Chairman did 


In place thereof a statement, summarized 


below, has been circulated to shareholders 


Our first concern at this moment is the war 
No le 


in the Navy, 


ss than 2,500 of our men are 


Army and Air 
their 
held in 


Six have received decora- 


now serving 
Twenty- 
lives, and their 
honour by 


Force 


seven, alas! have lost 


memory will be us all; 


three are missing 


tions for bravery on active service, and to 


them we send a special word of congratula- 


tion Large numbers, both men and women, 
are engaged in various tasks of civil defence. 
Ly spite all difficulties 


and 


damage to premises 


loss of working time through air-raid 


warnings, travel delays and disturbance of 


communications— we have been able to main 


tain essential services to the public with 


ircely more than momentary local interrup 
tion 


THI 


On the 


GROWTH OF DEPOSITS 


balance sheet a record figure is 
shown for current, deposit and other accounts 
the growth of deposits has led to suggestions 
that the banks are 
profits out of 


tless credit But for 


making large and undue 


what has been described as 


banks such a 


thin credit does not exist Che 


as cos 
banks } for all deposits placed with them 
partly in interest and partly in service. Of 
the two forms of payment the cost of service 
and has been 


difficulties 


is ordinarily much the greater 


ubstantially increased of late by 


arising from the war On the other hand, 


what the banks have been able to earn on the 
idditional money entrusted to them ts readily 
iscertainable from their balance sheets lo 
take our own as an example, if on the habilities 
show an addition of /81 


ide we millions to 


deposits, we find on the assets side that coin, 
ind balances at the Bank of Eng 
‘113 


41} millions 


bank note 
land 
Treasury 


have increased by millions 
bills are 


under a new head, 


up by and, 
[Treasury deposit receipts 
appear at 4674 millions rhe total of these 
three 481 millions, is precisely equal 
to the 


cash 


items 
item, 

bills 
deposit 


increase in deposits The first 


nothing Treasury 


and 


brings us in 


vield 1 per cent Treasury 


receipts 1} 
lions we 


In fact, on the whole 
earn 


‘81 mil- 
under 1 per cent 
barely enough to cover the cost to us of the 
With this in mind it will cause 
you no surprise that our profit for 1940 
much the same as for the previous year. The 
reduction shown is due to the higher rate of 
The bank has 
liability for excess profits tax. 


rather 


new deposits 


income tax incurred no 


Of our more profitable assets, advances and 
investments, advances have declined by no 
less than £324 millions over the year. Ever 
since the beginning of the war the trend, 
apart from short interruptions, has been down- 
ward, notwithstanding the 
employment and production. 


rise in prices 
In part, the 
fall in advances is a natural consequence of 
the shrinkage in the volume of many forms 
of business not for the war effort 


Meanwhile, the flow of Government payments 


essential 


has been such as to limit the demands made 
banks by 
directly for 


upon the undertakings working 
this extent 
loans by the banks to the Government have 


replaced 


War purposes = to 


accommodation to private cus- 
war-time 
form of 


tomers Furthermore, arrange- 


ments, especially in the official 
commodity controls, have tended to simplify 
the channels of trade by making them more 
have eliminated the services of 


direct, and 


intermediaries who used to borrow from the 
banks The fall in more than 
ottset by the 
which 
trade bills 


3 per cent 


advances 1s 
Increase in investments, an 
also the 
The new investment has been in 


23 per cent 


increase covers deciine in 


war loan anc national 
war bonds 
EXPENSES, AND 


ALLOG 


PROFITS 
\TIONS 


Current expenses have inevitably risen 
We have felt it 
for example, in view of the higher cost ot 


to introduce a system of grants-in-aid 


some directions necessary 
living 
taking the form in part of family allowances 
by way of supplement to the salaries of lower- 
paid members of the staff. On the other hand 
such opportunities as we have had for making 
economies have not been neglected 

The net profit of 41,933,000 for the year 
together with the balance of £642,000 brought 
forward, a total of £2,575,000 for dis 


Out of this we make an appropriatio! 


vives 
posal 
account tor ar 


While this figure 
an estimate either oi 


of £250,000 to contingent 
damage to bank premises 
taken as 
suffered or of the 
upon 


must not be 
the damage already 
that may ultimately fall 
bank, we have chosen it as a tentative provision 


charge 


from the profit of the year against the possible 
extent of our losses In addition, we have 
allocated £250,000 to reserve for future con 





forms 
-ttort 
nents 
made 
rking 
xtent 
have 
cus- 


inge- 


ngencies. In disposing of our trading profit 
we must have regard to the need, imposed 
ipon us by war developments, for making 
further provision against doubtful advances. | 

There remains to be considered the final | 
dividend for the year. We propose 8 per | 
ent. actual less tax, which, with the interim 
dividend already paid at the same rate, will 
absorb 41,455,000. This will make the total 
jividend for the year the same as for a 
number of years past The apparent high 
rate of 16 per cent. has often given rise to 
the misconception that banks earn excessive 
profits 3ut on what is the dividend paid ? | 
It is reckoned on the paid-up capital, which 
by no means represents the whole capital 
funds in the bank owned by the shareholders. | 
With exceptions insignificant in amount in 
relation to the present capital, the shares 
have always been issued at a premium, which 
has been placed to reserve. Moreover, during 
he hundred years and more of the bank’s 
xistence savings out of profits have been 
made, quite small in annual amounts, but 
large in the aggregate, which have led to a 
steady growth of the true capital funds 
[he yield of something over 4 per cent. on 
the market value of the paid-up capital more 
accurately represents the return the share 
holder receives on his actual capital in the 
bank than the dividend rate of 16 per cent 

I cannot pass over without mention the 
temporary cutting off of our business in the 
Channel Islands. Happily, in the evacuation 
no lives were lost among the staff of the bank ; 
moreover, we were able to remove records 
and valuables in such volume as to safeguard 
the interests of customers. We look forward 
to the resumption of our relations with the 
Islands when happier days return 

I am glad to be able to report that our 
affliated institutions, in common with our 
own bank, have helped to the full in carrying 
on the essential business of the nation. Par- 
culars of the Belfast Banking Company, 
Ihe Clydesdale Bank and the North of Scot 
land Bank all show to how large an extent, 
relatively to their resources, they are assisting | 
the war effort. The Midland Bank Executor | 
ind Trustee Company performs, on a larger 
cale than ever, services which have become 
more urgent as the perils of life have in- | 
reased. 

\fter dealing with other matters con- 
erning the business of the bank the statement 
oncludes : 

Whatever the war may have brought in 
the way of hardship or inconvenience, the | 
course of affairs in our own branch of the 
national effort has demonstrated the indis- | 
pensability of banking service in the life of| 
the community. When we remember how 
that service has been carried on under con- | 

tions of continual danger and strain, and | 
how typical this is of the national effort as a} 
whole, we cannot doubt the ultimate outcome | 
f the struggle. Alike in facing the problems 
ot war and peace, our bank, as a company of 
men and women loyal to their nation as to | 
their business undertaking, will do its work | 
with all the accumulated strength of training 


and tradition. 


MIDLAND BANK 


LIMITED 


Chairman: 


THE RIGHT HON. R. McKENNA 


Deputy Chairmen: 
S. CHRISTOPHERSON 
LEWIS H. WALTERS 


Chief General Manager: 
HERBERT A. ASTBURY 


STATEMENT OF ACCOUNTS 


December 31, 1940 


LIABILITIES £ 
Capital paid up 15,158,621 
Reserve Fund 12,410,609 
Current, Deposit and other 
Accounts won .. 578,663,617 


Acceptances and Con- 
firmed Credits ... 


Engagements 


ASSETS 
Coin, Notes and Balances 
with Bank of England 


Balances with, and 
Cheques on other Banks 


Money at Call and Short 
Notice ... 


Bills Discounted. ‘@ritish 
TreasuryBills £48,048,384) 57,641,734 


Treasury Deposit Receipts 67,500,000 

Investments . 156,686,506 

Advances & other Recounts 188,083,067 

Liabilities of Customers for 
Acceptances, etc. 

Bank Premises 


Shares in Yorkshire Penny 
Bank Ltd. a 
Shares in Affiliated Com- 
panies : 
Belfast Banking Co. Ltd.} 
The Clydesdale Bank Ltd. 
North of Scotland Bank | 
Ltd. 


Midland Bank Sucontes 
and Trustee Co. Ltd. .../ 


4,797,146 
9,351,644 


69,527,197 
21,974,434 


26,069,553 


14,148,790 
9,613,124 


937,500 


8,199,732 


A 32-page illustrated book entitled 


“THE SERVICE OF 
THE MIDLAND BANK” 


may be obtained, on personal or 
written application, at any branch 
in England and Wales, or at the 


HEAD OFFICE: 
POULTRY, LONDON, E.C.2 





WESTMINSTER BANK 
LIMITED 


CHAIRMAN, 
BECKETT 


STATEMENT BY THE 
THE HON. RUPERT E 


“HE Annual Ordinary General Meeting of 
‘I Westminster Bank Limited was held at 
the Head Office, 41, Lothbury, E.C.2, on 
Wednesday, January 29, 1941, and the 
procedure this year has been slightly altered 
The Chairman of the Bank, the Hon. 
Rupert E. Beckett, has Statement 
to Shareholders, which takes the place of the 
usual address made by the Chairman at the 
actual meeting, which is as follows : 

In view of the official request to the public 
to refrain from unnecessary travel at the 
present time, it is anticipated that the attend- 
ance at our Annual Ordinary General Meeting 
will this year be smaller than usuai I have 
therefore decided to give shareholders the 
information to which they are entitled as to 
the vear’s accounts of Westminster Bank 
Limited in the form of this printed statement, 
accompanying the balance sheet, and sent out 
prior to the date of the meeting. This will 
take the place of the oral statement usually 
made by me as chairman at the meeting and 
subsequently circulated in print The pro- 
ceedings at the meeting will therefore be 
confined to the submission to shareholders 
present of the customary resolutions, and to 
any discussion arising thereon 

In August last our senior director and 
esteemed colleague, Sir Arthur Stanley, felt 
compelled to resign his seat on the board. He 
Sank in 


issued a 


was appointed a director of Parr’s 
1902, and for close upon 40 years he served 
that institution and, later, Westminster Bank, 
viving regular and devoted service, in spite of 
indifferent health. We are grateful to him for 
the work he so ably performed. The New 
Year Honours List included the name of our 
co-director and chief general manager, Charles 
Lidbury, upon whom a knighthood has been 
conferred, and it is a matter of gratification to 
us in this bank which he so ably serves that 
such a signal honour should have been con 
ferred upon our chief executive officer 

Before commenting on the figures of our 
balance sheet, I will briefly refer to the main 
factors which have been at work in influencing 
their course. The banks, in common with 
every other form of national activity, have 
had to adapt themselves to the great changes 
brought about by the war in the country’s 
economic life, which is being designedly con- 
trolled as regards both financial and produc 
tive resources to ensure the maximum war 
effort in every direction. This has largely 
influenced the course of banking, but other 
major changes, such as the decentralization 
of business and the evacuation of large groups 
of the population, have also played important 


parts 


FACTOR O} 
YEAR 


DOMINATING 
BANKING 


THE 


The dominating factor of the banking year 
is to be found in the magnitude and accelera- 
tion of the nation’s extraordinary war-time 
expenditure, which is readily seen from the 
following figures. During the first quarter 
of last year the total Governmental expendi- 
ture averaged approximately £7,000,000 a day 
and rose in the second quarter to £7,500,000 
By the third quarter it had reached an average 
daily figure of £10,000,000, and in the last 
quarter 412,000,000. During the second half 
of the year the war effort was greatly intensi- 
fied, and as an index of the speeding up of the 
war machine the rising rate of expenditure is, 
of course, satisfactory. It is unlikely that the 
peak point has yet been reached, and further 
increases seem certain. The payments out of 
the Exchequer for the 16 months of war to 
December 31, 1940, total no than 
£4,011,000,000, which has been found as to 
£1,515,000.000 from taxation and as to 
£2,496,000,000 from net borrowing. Of this 
increased borrowing £1,459,000,000 was pro- 
vided by a net increase of the “ Floating 
Debt,”’ including Ways and Means Advances, 
Treasury Bills, and Treasury Deposit Receipts 

the increase in the “ tender’’ Treasury 
Bills and Treasury Deposit Receipts being 
£683,000,000 


less 


UNWELCOMED RISE IN CLEARING 
BANKS DEPOSITS 


In the 15 months (end August, 1939, to end 
November, 1940) the deposits of the clearing 
banks have increased by £437,000,000, but 
more than £100,000,000 of this increase arises 
from the changed methods of clearing and the 
effects of postal delays upon those clearing 
methods. The effective increase in clearing 
bank deposits during the 15 months from the 
end of August, 1939, to the end of November 
1940, is therefore in the neighbourhood of 
£300,000,000—£330,000,000 and at the rate of 
14 per cent. upon the pre-war deposits of the 
clearing banks 

Increases in banking deposits of this 
magnitude and character are unwelcome 
the proper home for increased savings and 
increased resources of this character created in 
war-time by the extraordinary disbursements 
of Government is their direct return to 
Government in the form of subscriptions to 
the various Government loans by the persons 
who have the increased resources placed at 
their disposal by virtue of such,Government 
disbursements. It is far preferable that this 
process of direct lending to the State should 
be expanded than that a large increase in 
banking deposits should occur, although it 1s 
true that such increased deposits would find 
their way back to the Treasury by one or 
other of the various means by which the 
resources of the banks are made available to 
the Government 

The relending by the banks to the State ol 
the increased war-time banking deposits 
entirely, or even mainly, in the form of long or 
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term issues has been recognized as 
hence the creation of the 


med 
indesit ible 


Treasury deposit receipts, which now figure in 


bank balance sheets to such a material extent, 
and in our own accounts as at December 31 
1940, show as a new item of £50,000,000. 


4 FAR BETTER TREASURY SYSTEM 
During the last War and commencing from 
March, 1915, clearing banks made special 
jeposits with the Bank of England and con- 
tinued to do so until the end of 1919. These 
ial war-time deposits carried the rates of 
nterest which were then thought appropriate, 
were held at seven days’ notice and at 


three days’ notice 


On this present occasion a far better system 
has been instituted by the Treasury to deal 
incidence of increased banking 
Treasury Deposit Receipts, which 
re n egotiable, are issued to the banks. 
They carry the low rate of interest of 14 per 
ent. per annum, have a normal usance 
{six months, and can be used by the banks 
) pay for the subscriptions of their customers 
those made on their own account to any 
mt lic issue of H.M. Government other than 
Treasury Bills. They carry with them the 
added virtue of liquidity, as repayment can be 
obtained under discount at Bank rate if the 
proceeds are at any time needed by a bank for 
mergency use. Thus this new type of non- 
negotiable security provides at one and the 
ime time a conve ¥: nt and cheap means of 
borrowing for H.M. Government, a desirable 
iddition to the liquidity resources of the 
anks, and a method whereby the increased 
its of banks may, upon their conversion 
nto new issues of Government loans, be trans 
ed with the minimum of inconvenience 
THE BANK AND THE NATIONAL 
EFFORT 
ffect of the impact of war upon the 
ces of our own bank and upon the dis- 
sition of our assets, and the increasing 
sree to which our resources are being har- 
nessed and utilized for the purposes of the 
itional war effort are well illustrated by 
gures in the balance sheet 
Our deposits at £410,000,000 show an 
rease of 12 per cent. on the year. The 
bined items of cash, balances with the 
k of England and with other banks, and 
heques in course of collection on other banks, 
tal nearly 64,000,000. Out of the remain- 
¢ (346,000,000, our funds employed almost 
rectly on Government account include : 


Millions 
Money at Call and Short Notice f 
(advances almost entirely against 
British Government Treasury Bills) 28.6 
Bills Discounted (almost entirely 
Treasury Bills) Sei ana ve 34.6 
Ireasury Deposit Receipts ... . 50.0 
Investments in British Government 
Securities 107.2 


wh 


which together total... £220.4 


and_ represent 63 per cent. of the 
£346,000,000 already referred to. Moreover, 
a large and increasing proportion of our 
advances to customers, and indeed new 
advances practically without exception, pro- 
vide assistance for contractors engaged on 
Government account, for agriculture, or for 
other activities vital to the war effort. Here 
I may mention that, in common with other 
clearing banks, Westminster Bank has its 
appointed representatives available to attend, 
for consultation on credit matters, meetings of 
the various War Agricultural Committees set 
up to assist in securing the maximum war- 
time agricultural production 


It is thus evident to what great extent the 
resources of the Bank are employed for 
purposes of the nation 


After providing for rebate and taxation, 
and appropriations to the credit of con- 
tingency accounts (out of which full provision 
for bad and doubtful debts has been made), 
the net profit for the past year amounts to 
£1,310,629, which is £165, 115 less than last 
year’s figure. This result has been achieved 
in a year of great vicissitudes, and can be 
regarded as satisfactory. It enables us to 
make the accustomed allocations for dividend 
purposes, to transfer £300,000 to Officers’ 
Pension Fund and £100, 000 to bank premises, 
as last year, and to increase the carry forward 
from £534,006 to £551,129. 


WESTMINSTER FOREIGN BANK 
LIMITED 


With regard to our foreign auxiliary, West- 
minster Foreign Bank Limited, as a result of 
events in Belgium and France all its branches 
are now in enemy territory within the mean- 
ing of the Trading with the Enemy Act, 1939, 
including even Lyons and Marseilles in un- 
occupied France. With one exception, all 
the British members of the staff managed to 
escape to this country, not without thrilling 
experiences, but the branches were all left in 
charge of an experienced and trustworthy 
staff of Belgian or French nationality, well 
able to protect our interests in so far as they 
may be so permitted. All the repatriated 
staff have, of course, been given employment 
with the parent Bank 


ULSTER BANK LIMITED 


The figures of our affiliate, Ulster Bank 
Limited, set out separately, show over the 
year a steady increase of deposits (422,592,542 
against £21,143,766) and ; 1 decrease in lend- 
ings (£8,601,252 against 49,277 460) The 
trading result, at £134,616, shows a decrease 
of £24,682 on that for 1939, due to increased 
overhead charges, coupled with decreased 
income from lendings and lower employment 
rates. Though prudence has dictated a some- 
what reduced dividend distribution, I am 
pleased to report that the business remains 
healthily sound and progressive. 
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I am taking the 
my observations on the 
report and balance-sheet as at 
1940 


So many of our shareholders are engaged on 
important Government work and others may 
to the City inconvenient that 
will commend itself 


travelling 
this 


find 
| hope 
to all 


‘ hange 


\t the annual meeting on January 30, 1941, 
only the necessary business will be transacted 
ind no further comments will be made by me 
is chairman 


THE STATEMENT OF ACCOUNTS 


Current, 
l here have 
of items in the 
deposit 
compared with a year ago 
a record high level. Our experience in this 
shared by the other great banks, 
feneral expansion is due to the in 
Government borrowing 
Wal 


Deposit, and Other Accounts 

been notable changes in a numbet 
sheet At 4380 mil 
of 444 millions 
stand at 


balance 
show an increase 
and now 


lions 


re pect IS 
ind the 
creased 
ind expenditure for 


Bills Discounted, Treasury Deposit Re 
ceipts, Investments \s is well known, the 
portfolio of bills discounted, which shows a 
reduction of £12 millions, has for many years 
largely of British Government 


volume of 
purposes 


consisted 
Treasury Bills 


\ new item in the balance-sheet is Treasury 
deposit receipts, of which we hold at present 
£31 millions The advantage of this method 
of borrowing by the Government is that it 
places a check on any undue increase in the 
floating debt Treasury Bills 


In view of the substantial increase of funds 
at our disposal, represented by deposits, we 
bank‘s investments by no 
Practically the whole 


through 


have augmented the 
less than 438 millions 
of the investments are British Government 
direct liabilities, and | can say again that a 
large proportion of our holding is redeemable 
few 


within a years 


Che total of the above three items amounts 
to the very substantial sum of 4192 millions, 
or 50-6 per cent. of our customers’ deposits, 
and is a complete answer to those who some 
times ask rather thoughtlessly what banks are 
doing to help towards financing the war. In 
addition to this direct support of the national 


4 


finances, our money at call and short notice 
which stands at over £19 millions, is nearly all 
lent to the market to assist in carrying British 
Government Treasury Bills 


ADVANCES 


earning 
shows a 


Our main asset, advances to 
customers, reduction of nearly 
£20 millions compared with the year-end 1939, 
and now represents only 31-3 per cent. of 
deposits, as against 41-4 per cent Banks 
generally have witnessed a diminution of 
advances during the year, and in the case of 
this bank nearly all loans have 
contributed to the decline 


classes of 


Owing to the control exercised by the 
Government in various commodity markets, 
the accommodation which we have been in the 
habit of extending to merchants in connexion 
with the importing and holding oi stocks is 


no longer required 


On the other hand, as a partial offset to 
these decreases we have lent substantial sums 
of money to those engaged in the production 
of armaments and to other industrialists 
whose businesses play an important part in 
our war effort. Indeed, we may say that 
during the past year our fresh advances have 
been almost entirely confined to purposes 
connected with the prosecution of the war 
The needs of agriculture have figured rather 
prominently in the public Press, and in this 
matter special steps were taken by the banks 
so that no farmer who is in any way credit- 
worthy could say that his farming operations 
had been hindred through want of financial 
facilities on reasonable terms. 


AND LOSS ACCOUNT: 
DIVIDEND 


The statement of profit and loss discloses 
a profit of £1,697,538, which is less by £21,445 
than the profit we were able to earn in 1939. 
Having in mind the heavy expenses we have 
had to meet in many directions, notably those 
occasioned by the migration of our customers’ 
businesses and continued A.R.P. expenditure, 
I think it will be agreed that the result is a 
great deal better than might well have been 
expec ted 


PROFIT 


The dividend is at the rate of 15 per cent., 
being the same as for several years past. It 
will be noticed also that £100,000 is trans- 
ferred to premises account and £150,000 to 
pension fund 


WORK OF THE STAFF 


The work of the management and staff calls 
for very special mention by me. However 
perfect schemes for the future may be, their 
successful execution depends entirely on those 
individuals charged with the responsibility of 
carrying them out properly, and from this 
point of view the manner in which extra 
burdens were cheerfully assumed by one and 
all has been beyond praise. 

















